
E000003432
II

ORIGINAL

BEFORE THE ARIZONA CORPORATION COMMISSION1

COMMISSIONERS2

3

4

ROBERT "BOB" BURNS - Chairman
BOYD DUNN
SANDRA D. KENNEDY
JUSTIN OLSON
LEA MARQUEZ PETERSON5

6
DOCKET no. E-01345A-19-0003

7

NOTICE OF FILING8

IN THE MATTER OF THE RATE REVIEW
AND EXAMINATION OF THE BOOKS AND
RECORDS OF ARIZONA PUBLIC SERVICE
COMPANY AND ITS AFFILIATES,
SUBSIDIARIES AND PINNACLE WEST
CAPITAL CORPORATION.9

1 0

l l

12

13

1 4

1 5

The Legal Division hereby files an unredacted copy of the draft Overland Report utilized, in

part, by Staff in preparing its Rate Review Report for Arizona Public Service Company ("APS")

docketed on June 4, 2019. The draft Overland Report was originally redacted in response to several

public records requests based upon: (1) the attorney-client privilege, (2) the work product doctrine,

and (3) the best interests of the state. Redaction of the draft Report resulted in numerous requests for

16 the unredacted version. In the interests of transparency, the unredacted original draft of the

17
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Overland Report, and the other drafts which reflect both Overland and Staff changes, are being

provided. This is being done without any waiver of privileges asserted previously and in the future

and the Staff and Commission reserve the right to assert any privilege that may lawfully be asserted

in this and any other matters. Further, this should not be viewed as precedent for any waiver by the

Commission or Staff of any privilege that may lawfully be asserted at any time in any matter.

The content in the draft Overland Report was utilized, in part, by the Commission's Utilities

23 Division ("Staff"') in preparing its Rate Review Report for APS. This review was to examine the
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effectiveness of APS's educational plan ordered in its last rate case and its impact on actual customer

selections of rate plans versus what had been projected by APS. The review was also to include input

regarding how the effectiveness of this education plan may have impacted APS earnings. The draft
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Overland Report also included new and projected inputs to develop forecasted earnings with respect

to a new rate case. Some of these projections may not be indicative of the actual projections that may

be made in a rate case. In a rate case, many parties offer different inputs and projections which are

then considered by the Administrative Law Judge and the Commission. The draft Report also does

5 not reflect all of the various adjustments that would otherwise be required in an actual rate case. In

6 the end, the Commission is required by law to balance the interests and positions of all parties.
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Finally,  d raf t repor ts,  un less adopted and docketed by Staff, do not reflect the actual

recommendations of opinions of Staff. Draft reports also may contain hypotheticals, assumptions, or

analyses made by consultants independently, which are not reflective of the Commission's or Staff's
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internal practices and procedures. Against this backdrop, the draft Report may not be reflective of

the results which would be produced in an actual rate case and must be evaluated in light of the above

12 considerations.

13 RESPECTFULLY SUBMITTED this 24 th day o f  October 2019 .
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1 On this 24'*1 day of October, 2019, the foregoing document was filed with Docket Control as a

2 Utilities Division Notice of Filing - Miscellaneous, and copies of the foregoing were mailed on behalf

3 of the Utilities Division to the following who have not consented to email service. On this date Ol as

4 soon as possible thereafter, the Commission's eDocket program will automatically email a link to the

5 foregoing to the following who have consented to email service.
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1. INTRODUCTION AND EXECUTIVE SUMMARY

BACKGROUND AND PROJECT SCOPE

On January 9, 2019, the Arizona Corporation Commission ("Commission"), consistent with the letter filed
by Chairman Burns and Commissioner Dunn on December 24, 2018, directed Staff to initiate a rate review
of Arizona Public Service Company ("APS" or "Company") to evaluate the effectiveness of the APS
Customer Education and Outreach Program ("CEOP"), and to evaluate the possibility that APS may be over
earning. Further, the Commission directed Staff to hire a consultant to assist with the rate review. It was
understood that this Report would not result in an adjustment to the rates approved in Decision No.
76295.

On February 11, 2019, the Utilities Division Staff ("Staff") issued a Request for Proposal ("RFP") related to
the APS rate review to 147 consulting companies. The RFP was also posted to the Commission's website.
On February 25, Staff received two RFP responses. Ultimately, Staff selected Overland Consulting to
perform the rate review audit which consisted of a review of APS's rate base, cost of capital, adjustor
mechanisms, and rate design. Included as Attachment 1 are the resumes of the Overland consultants who
contributed to this report.

ARIZONA PUBLIC SERVICE COMPANY

APS, a subsidiary of Pinnacle West Corporation ("Pinnacle West"), is the largest provider of electric service
in Arizona, and serves more than 1.2 million customers in 11 of Arizona's 15 counties. At the time of the
latest rate case, APS: (1) had more than 6,300 employees, (2) co-owned and operated the Palo Verde
Nuclear Generating Station, (3) owned and operated six natural gas plants, two coal-fired plants, and
renewable energy power generating facilities, (4) generated approximately 11% of its electricity from
more than 1,200 megawatts ("MW") of renewable resources and (S) owned and operated more than
35,000 miles of transmission and distribution lines to deliver energy to its customers.'

SUMMARY OF RELEVANT PROCEEDINGS AND INFORMATION

2016 APS Rate Application and Commission Rate Order

On August 18, 2017, the Commission issued Decision No. 76295 (the "Decision"). Aside from the rate
increase, significant changes were made to modernize the thenexisting rate plans. The Decision also
included the following determinationszz

1 Decision No. 76295
2Decision No. 76295, p.103104.
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. The fair value jurisdictional rate base for the test year ended December 31, 2015 used to establish

rates was approximately $9.99 billion.

Adjusted test year revenue was $2.89 billion.

The equity ratio utilized in setting rates was S5.8%.

The cost of equity was 10.0% and the embedded cost of debt was 5.13%.

There was a net base rate increase of approximately $94.62 million. This included a non-fuel base

rate increase of $148.25 million, a base fuel rate decrease of $53.63 million; and a transfer of cost

recovery from adjustor mechanisms to base rates of $267.95 million which was revenue neutral.

The Company was authorized to include twelve (12) months of post test-year plant in rate base.

The average monthly bill increase for the residential sector is 4.5%

As stated above, this rate review it is not intended to result in an adjustment to the rates approved in the

Decision. Therefore, APS did not file all of the schedules required in a full rate case proceeding, as

specified in Arizona Administrative Code ("A.A.C.") R14-2-103. On April 1, 2019, for the purpose of this

limited rate review, APS filed the following schedules for the calendar year ending 2018:

.

.

.

.

.

•

.

Schedules A1 through A-5 (Summary of Schedules)

Schedules B-1 and B5 (Rate Base Schedules)

Schedules C1 and C-3 (Test Year Income Statement)

Schedules D1 through D-4 (Cost of Capital)

Schedules E-1 through E9 (Financial Statements and Statistical Schedules)

Schedules F-1 through F-3 (Projections and Forecasts)

Schedules H-1 through H-5 (Effect of Proposed Tariff Schedules)

APS did not provide any pro forma adjustments related to the above schedules. Accordingly, APS was not

required to file the following schedules in relation to this rate review:

.

.

.

•

Schedules B-2 through 8-4

Schedule C-2

Schedule F4

Schedules G1 through G-7 (Cost of Service Analysis)

It was determined that the information provided by APS was sufficient to perform the required rate review

based on the Commission's directives.

In addition to the APS pre-filed schedules and workpapers, Staff issued nine rounds of discovery that

contained 150 data requests. APS provided responses to all requests made in a timely manner. Aside

from written discovery, Overland and Staff attorneys also met with APS subject matter experts at APS

corporate offices to discuss the material produced. On occasion, Overland conducted telephone

conference calls to further address and clarify the materials relied upon in this review.

Page I 2
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Information relied upon in the conduct of this review generally included the following materials:

APS responses to Staff discovery requests

Commission Decisions and Orders

APS filed schedules

Information from publicly available sources

All material relied upon in this report is referenced to its specific sources of information.

A full rate case proceeding would include the submittal and subsequent evaluation of all the filing
requirements identified in A.A.C. R14-2-103. The accompanying rate case audit would include the detailed
analysis of the following areas which is not necessarily evaluated in depth in a rate review:

.

•

.

•

A full audit of plant investments, accumulated depreciation reserves, accumulated deferred
income taxes, and the development of a company's cash working capital allowance through the

completion of a lead-lag study.

A full audit of all revenues and expenses, which would include through proposed pro-forma

adjustments, the company-specific annualization and normalization of all revenues and on-going
expenses, and the elimination of expenses deemed to be nonrecurring.

The evaluation of a company's cost of capital considerations, including an analysis of the
appropriate company's capital structure mix to be used in calculating the weighted cost of capital,

and the development of the company-specific cost of debt, and cost of preferred equity and
common equity giving consideration to prevailing economic conditions and utility-specific risk

factors as of the time of such evaluation.

The development of a company-specific cost of service study leading to a rate design
recommendation that fairly allocates cost recoveries among the various utility classes. Such an

effort would also include development of a proof of revenue to assure that the proposed rate
design does, in fact, generate the required annual revenue requirement developed through the
audit of steps 1 through 3, above. Accompanying this step would be a directive to the company

to submit for approval updated tariffs that support and explain how the company's rates and
charges are to be applied to customer bills, and

Detailed comparisons of current and proposed revenues and bill impacts by customer
classification as well as formal notice requirements informing ratepayers of the details of the
proposed rate increase.

Further, it is important to note that the processing time associated with an A.A.C. R142-103 rate case is
generally twelve months for a Class A utility, whereas a rate review is completed in considerably less time.
The additional time is required to accommodate the more in-depth evaluation of issues, such as those

discussed above, and to accommodate the filing of several rounds of testimony before the start of the
A.A.C. R14-2-103 rate case hearing.

By contrast, a rate review is intended to provide a snapshot of the Company's financial position or earning
at any given point in time. lt differs from a rate case, in that it is for informational purposes only, and is

Page l 3
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not intended to result in any change in the Company's rates. It is used to inform the Commission whether

a rate case is necessary.

While this analysis is not intended to replicate what would be performed in a typical rate case, in order to
determine an estimate of Commission jurisdictional revenue requirements during the period under review
(2018), it is necessary to gain an understanding of the Company's financial results for the purpose of

identifying underlying reasons for performance as well as to make reasonable comparisons when reaching
conclusions regarding the extent of deviations from authorized returns.

The following table further provides a detail of the APS total base rate increase approved in the Decision?

Table 11 - Summary of APS Rate increase, 2016 Rate Case

Com ren t

Amount

(in millions)
NonFuel, NonDepreciation increase

Depreciation Expense Increase

Non~Fuel Base Rate Increase

Base Fuel Rate Decrease

Net Base Rate Increase Before Adjustors

Transfer from Adjustor Mechanisms

Total Base Rate Increase

87.250
61.000

148.250
(53.626)

94.624
267.953

362.577

s
s

s
s

s

$

s

The 4.54% is the residential portion related to the

$94.624 million net base rate increase before adjustors,

which does reflect the change in depreciation

expenses, but not the transfer of adjustor revenue into

base rates.

The Commission's Order authorized transition rates to be effective August 19, 2017. Customers were

given until May 1, 2018, to select a new rate plan or, if the customer did not affirmatively select a new

rate plan, the customer was placed on the rate plan "most like" the customer's current rate plan. New

customer elections were subject to a 90day trial period.' As required by the Decision, APS provided Staff

with periodic reports detailing the number of customers who had chosen a new rate plan and those who

were moved to a new rate plan.

ORGANIZATION OF REPORT

This Report is organized into the following sections: (1) lntrodudion and Executive Summary, (2) Customer

Education and Outreach Program, (3) Billing Determinants and Rate Design, and (4) Rate Review. Overall

3 Response to Discovery Staff 6.1.
4 Decision No. 76295, 107-109.
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Findings and Recommendations are included in the Introduction and Executive Summary. Findings and

Recommendations specific to each section are included at the end of the relevant section.

OVERA L L  FINDINGS

Customer Education and Outreach Program

CEOP Methods, Procedures and Customer Reach

1. The majority of the information communicated to customers in APS's CEOP was reasonable and
understandable. Some of the most important information was conveyed in personalized letters

that described the new rate plans, and in particular the new rate plans "most like" customers'
existing rate plans, and the rate plans likely to be "most economical" given customers' recent

historical usage.

2. The scope of the CEOP was adequate to reach APS's entire residential customer base. APS
communicated the most important information concerning the new rates and rate plans through
bill inserts or direct mail pieces mailed or emailed to all customers. APS provided direct

communications in Spanish for customers who selected Spanish as their language for billing.
Exceptions to complete customer reach for all CEOP messaging included:

. APS did not have email addresses for approximately 45% of its residential customer base, in
early 2018.

APS "can only send marketing emails (used to drive awareness of and participation in
customer programs) to customers who have agreed to receive email communications."5

Radio and billboard advertising related to the CEOP was confined to the Phoenix metro area.

The following were only provided in English: (1) emails, (2) aps.com transactional pages, (3)

aps.com banner ads and popups, (4) IVRbased plan assistance, (S) special interest letters,
(6) mass media campaigns, (7) notifications, (8) (service) plan comparison tool, and (9) peak
demand calculator.

3. As part of the CEOP, APS created several tools to help customers select new rate plans and to
manage their electricity usage. The most important of these was a rate comparison tool launched
on the APS website that enabled customers to compare projected annual costs under their
existing legacy rate plans to those associated with new rate plans. The tool remains available to
customers to help select rate plans. Customer dissatisfaction caused by higher bills and the new
modernized rate plans may have been worse had the rate comparison tool not been available.

4. APS's CEOP should have included more personal customer contact or outreach efforts regarding

the new modernized rate plans and which plan would be of most benefit to the customer.

s Response to Staff data request 7.6(c).

Page I  5
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5. APS did not explain the adjustor mechanisms in its CEOP, nor did APS clarify the fact that there
would be annual updates to the adjustor mechanism billing rates occurring outside of the rate
case and that such rate changes may result in an increase in customer bills. These additional bill

adjustments may have been confusing to some customers, especially without notice of the

adjustor mechanism changes.

(QP Effectiveness - N:-Solar Customer;

6. An analysis of a sample of 2018 customer complaints classified by APS as "rate case" related

showed the following:

Some customers complained that the 4.5% / $6 per month average rate increase advertised
by APS in 2017 understated the actual increase.

Some customers perceived that the rate plan transition that occurred in spring 2018, which

followed the rate increase under legacy rate plans in 2017, amounted to a second increase in

their utility rates.

Some customers may have been dissatisfied with being moved to new, sometimes differently
structured rate plans, and rate plans with different peak hours, than previous rate plans.

Some customers moved to new rate plans may have experienced or perceived that the rate

plans caused significant increases in their bills.

Some customers were unhappy with being placed on rate plans with a demand component.

7. The information provided by APS in its rate increase notices and personalized letters failed to
convey certain important information, including:

• The "average customer" rate increase percentage and bill impact (4.S% increase, $6 per

month) disclosed in customer notices and press releases failed to adequately convey that the
impact of the modernized rate design on individual customers could vary widely, and over

time, depending on customer-specific circumstances and changes in other customer bill

components such as adjustors and taxes and fees, and were not included in the notice
regarding the average percentage or bill increase.

The rate plan transition letters mailed in the first few months of 2018 failed to adequately

convey to customers that the additional increases in their bills, beyond those that occurred
with the 2017 transition rates. The information conveyed did not include that these
additional increase in bills were dependent on customerspecific circumstances, including the
specific rate plans customers were on before and after the transition, and behavioral changes
in energy usage patterns under the new rate plans which could minimize bill increases, such
as shifting usage to accommodate the new onpeak hours and demand charges.

Page I  6
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CEOP Effectiveness Solar Customers

8. APS's CEOP messaging did not inform solar customers or applicants of the August 31, 2017

deadline for changing their legacy rate plans or the potential advantages of doing so.

9. Solar customer complaints show that existing customers and applicants were sometimes unaware

of the potential advantages and disadvantages of different legacy rate plans under net metering
because they believed that nothing was required of them to take full advantage of the net

metering rules.

10. APS's rate comparison tool did not incorporate legacy rate plans or retail net metering, which,
had it been available before the August 31, 2017 deadline, would have permitted solar customers

to assess the benefits of different rate plans under net metering.

11. Although August 31, 2017 was the stated deadline for solar customers and applicants to change
their legacy rate plan, there are examples in which APS made exceptions, allowing customers to

change rate plans after the deadline.

CEOP Expenditures

12. Of the $5 million authorized, APS expended $4.85 million on the CEOP between September 2017
and February 2019. Outside (vendor) materials and services accounted for $4.28 million (88%),
and $474,000 (10%) was primarily internally-incurred print shop costs, with the remaining

$94,000 (2%)6 associated with payment for contract and APS employees who charged time to
CEOP projects.

13. Overall, CEOP expenses incurred between September 2017 and February 2019 appear to have

been reasonable, directly related to CEOP activities, and incremental to the CEOP effort.

14. The expenses associated with the three largest CEOP vendors, accounted for 62% of total CEOP
vendor costs, were directly applicable to CEOP efforts and services. These costs were properly

incurred and incremental to the CEOP and appropriate within the scope of the CEOP.

15. Internal cost allocations and transfers charged to CEOP were appropriate.

8iIIing Determinants and Rate Design

1. Although APS's 2018 base retail residential revenues were in line with 2015 estimates at an overall
level, the number of medium- and large-usage customers transitioning to demand rates did not
meet Company expectations. The comparison of typical bills shows that customers on demand
rates were expected to see smaller overall bill increases, and actual bill savings if converting from
a basic rate plan. As a result, should these customers continue on sub-optimal rate plans, APS
could see higher-than-anticipated revenues in future years.

6 This $94000 (2%) is immaterial relative to the Ss million authorization.
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2. The design of the Company/s new rate plans may have incentivized demand rates over basic rates
and energy rates. Analysis of typical bills indicates that rate increases for basic (onepart) and
timeof-use energy (two-part) rate plans were higher than average, while demand (three-part)
rate plans had lower than average increases. Furthermore, customers who were moved by APS
onto a rate plan "most like" their previous rate plan were less likely to be on the most economical
rate plan.

3. $6.7 million of gross margin in 2018 was associated with higher than expected revenues due to
variances between the assumptions in the billing determinants utilized in the 2016 rate case and
actual 2018 billing determinants. 7

Rate Rev iew

This report identifies several important changes since the 2016 rate case, all of which supports Staff's

recommendation of a new for a rate case sooner rather than later.

1. There have been significant differences from the Company's projected 2015 customer billing

determinants to the actual customer billing determinants occurring in 2018.

2. There has been noteworthy customer growth with APS stating that residential accounts have

increased at a 1.7% annual rate since 2015. Due to the increase in customer growth, this could

have led an increase in APS revenue for 2018 compared to 2017.

3. There has been a substantial investment in plant and infrastructure that may have increased the

Company's rate base.

4. The impact of pro forma adjustments in a rate case which could include weather normalization,

plant additions, interest synchronization, and normalization of income tax expense, etc. APS did

not include any pro forma adjustments in the 2018 actual data.

5. According to a recent Earnings Call, the Company is actively managing its costs, and identifying

additional efficiencies and savings throughout the organization.

6. According to APS, the current embedded cost of debt is 4.19%.° This represents a decrease from

5.13% in the 2016 rate case.

7. Based on the current market conditions and interest rates as compared to 2016, there is a

possibility of changes to the cost of equity. In addition, according to APS, the new capital structure

target is an equity ratio between 53.8% to 55.8%.9

7Response to Discovery, Staff 2.11A; Performance Report. Staff is requesting that APS update this figure.
a Response to Discovery Staff 4.12.
9 Response to Discovery Staff 2.7.

Page I  8

ACC000009



8. A 0.8% return on the fair value increment was approved in Decision No. 76295. However, there

is a desire by the Commission to reexamine this issue in the next rate case.

9. A review of all the adjustor mechanisms in a rate case, which may lead to potential modifications.

In addition to all of the above, there are additional rate elements that need to be considered in a rate case
such as: cash working capital, depreciation studies, cost of service studies, incentive compensation,
pension and OPEB costs, synchronizing of interest expense, among others.

OVERALL RECOMMENDATIONS

Customer Education and Outreach Program

1. It is reasonable to have APS fund and implement a Customer Outreach and Education Program
that will be developed and administered by Commission Staff. Therefore, it is recommended that
Staff select and hire an independent consultant, which is to be funded by APS, to develop a
program to properly and adequately educate customers on all aspects of APS's rate plans.

2. It is in the public interest for APS to provide customers with pro forma billing information on how
much they would pay given their actual usage during each month if the customer was on his/her
most economical plan. The Company shall continue to provide this billing information until the
conclusion of the Company's next rate case or upon further Order of the Commission.

3. In future rate cases, APS should thoroughly explain and quantify the impact of adjustor
mechanisms on rates.

4. It is reasonable for APS to fund and organize along with an independent third-party consultant to
form a stakeholders' group to collaborate on better ways to communicate the impact of changes
and adjustor mechanisms to residential customers and to make suggestions for more effective
ways to educate customers on rate plans and ways to cut back on energy usage.

5. It is reasonable for APS to allow an additional opportunity for customers to switch rate plans for
at least a four-month enrollment period. At any time during this enrollment period, customers
will be allowed to select a different rate plan.

6. APS should identify ratepayers whose bills have increased by more than 9 percent under the new
rate plans, based on 2015 Test Year determinants, and those ratepayers who are not on their
most economical plan, and shall provide the most impacted ratepayers with targeted educational
materials that explain: (1) the various rate plans, (2) the customer's various options; (3)
comparative usage data for their current plan and their most economical plan; and (4) the
opportunity to switch plans.

7. It is reasonable for APS to prepare and Staff to use a "bin-analysis" to provide more meaningful
notice of estimated bill impacts to customers.

Page I  9
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8. APS should provide grandfathered net metered solar customers with legacy demand rate (ECT-1R
EPR and ECT-2 EPR) an additional opportunity to switch to a rate plan that enables them to fully
benefit from net metering (E~12, ET-1 or ET-2). APS should provide notice to these customers to
ensure they are made aware of the opportunity to switch to a more advantageous legacy rate
plan. In addition, APS should provide educational materials informing these customers about the
advantages and disadvantages of each legacy rate plan that can be paired with solar net metering.
Further, the window of opportunity to switch rate plans should remain open for a reasonable time
(e.g., the remainder of 2019) to ensure that all remaining demand rate solar customers have
either transitioned to another legacy rate plan or positively confirmed for APS that they wish to
remain on their existing demand rate.

8illing Determ inants and Rate Design

Given the risk of variances in the distribution of customers on the various residential rate plans

from those assumed in the 2016 rate case, APS should prepare a metric to track the progress of

customer rate plan conversions as compared to the assumed rate case billing determinants.

2. APS should provide an update to the $6.7 million gross margin figure through May 2019

associated with the higher than projected revenues due to the variances between the
assumptions in the billing determinants utilized in the 2016 rate case and actual 2018 billing

determinants. APS should track and report, in this docket, to the Commissions, on a quarterly

basis the amount of gross margins associated with the higher than projected revenues due to the

variances between the assumptions in the billing determinants utilized in the 2016 rate case and

actual 2018 billing determinants.

Rate Review

1. Due to the changing factors, as discussed in this report, including investment in plant and

infrastructure that may have increased rate base, revenues and expenses, potential reduction in

operations and maintenance, possible changes to cost of capital, and customer growth and billing

determinants (modernized rates), which are some of the key components in the rate-making

process, it is appropriate for APS to file a new rate case to reflect these changes. Therefore, it is

Staff's recommendation that APS be required to file a rate case no later than October 31, 2019,

utilizing a 12-month test-year period ending June 30, 2019. In doing so, the Commission, based

on its rate making authority, will make the appropriate determination as to what constitutes just

and reasonable rates for APS, rate payers, and stakeholders.
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2. CUSTOMER EDUCATION AND OUTREACH PROGRAM

The APS CEOP was implemented in 2016 to inform and educate customers about rate changes and new

rate plans. Important objectives included educating customers to help them understand the new rate

plan options, encouraging customers to modify their energy usage in order to save money, and helping

customers choose the rate plan most appropriate for them, given their individual circumstances.

Pursuant to Decision No. 76295, within 15 days of the Decision, APS was required to docket a draft CEOP

for Commission Staff's review and approval. Stakeholders would then have 10 calendar days to provide

comment and APS was required to file a final plan. APS docketed the CEOP as required, and a meeting

was convened with Staff, RUCO and several stakeholders in attendance. Seyeral concerns were expressed

at the meeting, at least one by Staff and another stakeholder that the outreach should include more

personal customer contact either through forums or other outreach efforts. Staff approved the plan as

required by the Decision, and subsequently APS agreed to conduct several forums around the state.

Generally, the effectiveness of the CEOP in meeting the following objectives was evaluated: (1) informing

customers of changes in their rates and rate plans in connection with the rate case approved in the

Decision, and (2) assisting customers in selecting rate plans optimal for them offered under restructured

residential tariffs. The CEOP's effectiveness for solar and non-solar customers was evaluated separately.

The CEOP's effectiveness related to the transfer of adjustor mechanisms and their relationship to and

impact of the rate increase is also discussed.

Specifically, the CEOP review included an evaluation of:

.

.

The CEOP's methods, procedures, customer reach, and the understandability of information

provided.

The effectiveness of the CEOP in meeting the objective of providing customers with complete and

accurate information about the rate increase and rate plan changes approved in the Decision,

including the information needed to make appropriate choices among available rate plans. The

effect of the changes could vary based on individual customer circumstances.

The CEOP expenditures approved in the Decision. Also, the expenditures to determine whether

they were directly associated with the CEOP, whether they were reasonable given CEOP

objectives, and whether they were incremental expenditures that would not have been made

absent the CEOP were examined.

CEOP METHODS, PROCEDURES, CUSTOMER REA CH A ND UNDERSTA NDA B IL ITY

A high-level review of the methods and procedures used by APS to communicate with customers, the

customers the communications reached, and the understandability of information was performed.
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Communication Methods, Content and Understandabil i ty

APS employed both mass and personalized communications in the CEOP. Mass communications included

traditional advertising on radio, newspaper and billboards, and digital advertising through social media.

APS also utilized email, bill notices and inserts, recorded messages in the IVR system, website postings

and utility newsletters. The CEOP used personalized communications, primarily in the form of emails and

letters sent with information tailored to individual customers based on their rate plans and energy usage

history. These communication methods took advantage of most of the available forms and means of

communication and were appropriate given the CEOP's objectives. The following table summarizes

important components of the CEOP communication.

Table 2 1  - Summary of APS CEOP

Form of Communic ati on Mass or Personal

n
APS Newsletters

25 artic les in APS newsletters highlighting the Shif t,  Stagger,

Save message, and providing energy saving information and

information about new service plans.

ApSwebsite Information on new service plans, plan comparison tools, a plan

change portal, plan transition information page, demand / peak

hour usage page, savings tips page, and a bill changes page.

Website also includes videos providing energy savings info.

APSIVR
Mass and

Personalized

On-hold messages describing service plans, and an option to

permit customer selection and confirmation of service plans.

APS Bills

Personalized
Personalized Direct Mail

Letters

19 bill inserts in 2017 and 2018 with energy saving and

educational information.

Specialized interest letters addressing the needs of select

customer groups and best rate letters informing customers of

the most similar and best savings options plans based on their

usage profiles.

13 million "transactional" and "marketing" emails were sent

covering new service plans and energy saving information.

Social Media
Twitter (32,000 impressions) and Face book campaigns (46,000

customers reached) provided service-plan savings information.

Other Mass Media

PersonalizedWelcome Kits

Radio, outdoor billboard, print and digital advertising covering

new service plans. APS estimates this created 161 million

impressions.

Mailed between February and April 2018 to 958,000 customers

who switched or were transitioned by APS to a new service

plan.
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The overall message that APS communicated to unify its communications content was "Shift, Stagger,

Save." Based upon the rate structure changes approved in the Decision, and particularly the elimination

of the standard block rate for most large residential users and the shifting of customers to rates with time

ofuse and demand components, this message was appropriate. However, for some customers, a more

appropriate message could have been "shift and stagger your energy usage or you may experience

substantial increases in your electric bill." In addition, the third "S" - save - may have been confusing in

the sense that it could have been interpreted to mean that by selecting a new rate plan, particularly one

beginning with the words "Saver Choice," without changing one's behavior, customers could expect to

reduce their bills in comparison to those paid pursuant to their existing rate plans prior to the rate

increase, which appears to have been true only for a limited minority of customers.

It should be noted that in its rate case application and the Decision, APS used the following tariff names

for its new rate plans: (1)R-XS, (2) RBasic, (3) R-Basic L, (4) R~TOU~E, (S) R-3 Demand. However, in its

marketing tools to customers, APS used the following tariff names for its new rate plans: (1) Lite Choice,

(2) Premier Choice, (3) Premier Choice Large, (4) Saver Choice, (5) Saver Choice Max. These new tariff

names may have contributed to the confusion regarding rate payer expectations.

The content of the communications was generally reasonable and understandable. The most important

information provided included personalized information explaining the new rate plans that were "most

like" the customers' existing rate plans and those which were "most economical" given the customers'

historical usage data.

One notable exception to this general conclusion is:

. The statistic communicated to customers that conveyed that the average residential bill would

increase by 4.S%, or about $6 per month, was published in press releases and in a notice mailed

to customers but failed to properly contextualize the statement.

Generally, however, the CEOP messaging was adequate in terms of customer reach. Specifically:

. APS's notice of intent to increase rates and change its rate design was appropriately published in

newspapers with reach covering the Company's entire service territory.

APS's notice of the change in rates was included on bills sent to all customers.

Information on ApS.com, the Company's website, was available to all customers with internet

access, in early 2018.

Bill inserts, bill messages and utility newsletters were made available to all customers in paper

form or on-line, depending on selections made by customers.

Personalized letters notifying customers of rate plan changes and providing information on the

new rate plans were sent to all customers.
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In terms of language accessibility, APS stated that it provides "direct communications [in Spanish]

to the customers who have selected Spanish for their bills, bill messages and direct mailings, and

a dedicated phone line."

Exceptions in which the mass communication messaging did not target every APS customer included:

.

Radio ads and billboard ads that were limited to the Phoenix metro area, which APS viewed as

"the most cost-effective way to reach the largest amount of customers."'° It should be noted,

however, that the print and digital advertising was targeted to customers throughout Arizona.

The following communications were provided only in English: (1) emails, (2) aps.com transactional

pages, (3) aps.com banner ads and pop-ups; (4) IVR -based plan assistance; (5) special interest

letters; (6) mass media campaigns; (7) notifications; (8) [service] rate plan comparison tool; and

(9) peak demand calculator.""

APS did not have email addresses for approximately 45% of its residential customers.

APS's CEOP should have included more personal customer contact or outreach efforts regarding

the new modernized rate plans and which plan would be of most benefit to the customer.

Customer Tools

APS created several tools to help customers in selecting new rate plans and to manage their power usage.

These included:

Rate Comparison Tool - The rate comparison tool is one of the most important components of

the CEOP. Prior to the rate plan transition, it enabled a customer to compare the annual costs of

their legacy rate plan to the new rate plans available. This tool directly served customers and was

also employed by APS's customer service to help explain the various rate plans to customers.

Based on customer complaint information, the tool appears to have been generally effective,

albeit not without some limitations. The tool remains available to customers and has evolved

since first introduced in 2016.

Notification Alerts - To help manage electric usage and bills, customers can sign up to be alerted

when their usage (kwh), demand (kW) or estimated bill amounts reaches designated thresholds.

Only a small percentage of APS customers appear to have subscribed to this service."

Mobile Phone App-APS implemented a mobile phone application in mid2016 to help customers

manage energy usage and pay bills. As of April 4, 2019, more than 230,000 customers have

downloaded the application and it has been used to complete 580,000 payment transactions. is

xo Response to Staff data request 7.6(c).
11 Response to Staff data request 7.6(a).
12 Response to Staff data request 8.1.
13 Response to Staff data request 5.9.
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Customer Complaints

Q0m,QlQiv;s to t!7§§Qm"1f§8orv
The following table summarizes the "informal" complaints about APS filed with the Commission beginning
in 2016 through April 19, 2019.

Table 22- "Informal" APS Complaints filed with the Commission

Period

"Informal" APS Complaints Filed with the Arizona Corporation Commission

ComplaintsDescription

PostFiling, Pre-Rate Increase
Rate Increase (mid-August)
Rate Plan Transition

Postplan Transition

422

805

379

645

171

Days

365

365

120

245

109

Annual Rate /

10,000 Cust.

3.84

7.32

10.48

8. 74

5.21

2016
2017
2018 through April
2018 May 1~Dec 31
2019 through April 19
Source: Arizona Corporation Commission, Consumer Services Division

In 2014 and 2015, prior to the submission of APS's rate filing, the Commission received three informal
complaints annually for every 10,000 APS customers. This number increased slightly in 2016 after APS
filed in January its intent to file a rate case." The complaint rate more than doubled after the rate increase
was implemented in 2017, and it remained high as customers transitioned to new rate plans during the
first four months of 2018. The high complaint rate continued through 2018 and included the first full
summer experienced by customers following both the rate increase and the rate plan transition.
Thereafter, during the first four months of 2019, complaints declined to approximately half their peak
level, but the complaint rate was still 73% higher than it had been before the rate case was filed. It is
expected that the complaint rate will increase again in 2019 as outdoor temperatures rise and customers
continue to receive bills under the new rates structures.

Customer "Rate Case" Complaints
An APS database of 2018 "rate case" complaints was reviewed. Detail for a sample of 51 complaints
(approximately 20% of the database) was requested and analyzed," 38 of the sampled complaints were
submitted by non-solar customers and 13 by solar customers. This discussion concerns non~solar
complaints, which constituted 80% of the 257 complaints logged by APS in 2018 in the "rate case"
category. Solar complaints are discussed separately below.

The following table summarizes complaint samples by category (what triggered the complaint) and
subcategory (the primary reason or basis for the complaint as stated by the customer).

1.1 APS did not file its actual rate case until June 2016.
is Response to Staff data request 5.13.
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Table 23- Non Solar Customer Complaint Sample

Non-Solar Customer Complaint Sample

Cate ory/ Subcate ory Count

High Bill
1 5

1 5

6

3

7

7

-Hz

Unhappy with the rate increase / high bills

Total High Bill

Rate Plan Change (Notice or on the cost. bill)
Confused about rate plan choices or unable

to choose among available plans

Unable to select desired rate plan

Unhappy with high bills under available

plan choices

Wanted to keep existing (legacy) rate plan

Total Rate Plan Change

Total NonSolar Complaint Sample
Response to data request 5.13, APS customer "rate case"
complaint details, multiple attachments 20% sample.

Effectiveness Metrics Maintained by APS

Information was requested from APS as to whether it maintained any metrics to measure the

effectiveness of the CEOP and, if so, to provide the results. The response stated that "APS identified a

number of metrics to be used as a means of ensuring a positive customer experience in its education,

outreach and transition of customers to new rates."'°

Qistpmer Rate Plan Transition Metric

APS stated that this CEOP metric had a target of "all eligible customers transitioned by 5/1 [2018]." APS

stated the "actual" result reflected that "1,969 customers (edge and outlier cases) were on transition rates

as of 5/1." Presumably, this means that the target was to place all nonsolar customers on new rate plans

by the end of April 2018, and 1,969 customers had yet to be moved as of May 1, 2018.

Customer Complaint Metrics

APS indicated that its target of "zero ACC complaints" and stated that actual results met this target. Under

this metric, for a complaint to be counted, the complaint had to be "substantiated." Of the 257 "rate

case" complaints logged by APS in 2018, none were substantiated."

16 Response to Staff data request 6.7.

xv For example more than 40 rate case complaints from grandfathered solar customers were caused by the customers not
being able to change legacy rate plans. As discussed more fully below many of these customers were confused about or
unaware of the need to change legacy rate plans ar the time they applied for solar. in most cases they had missed the window
of time to learn about and change their rate plan. As a result of APSs response to their requests to change legacy rate plans,
these customers registered complaints with the Commission. APS listed all of the complaints as "unsubstantiated" because the
deadline had passed when the customers requested to change rate plans. Because the confusion and unawareness of these
customers bears directly on the question of whether the CEOP accomplished its communication goals, it does not appear that
the metric "zero substantiated complaints" provides information about CEOP effectiveness.
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In measuring CEOP effectiveness, APS did not take into consideration trends in the total number or rate
of customer complaints. AS demonstrated by complaint statistics maintained by the Commission, there
was a significant increase in the number and overall rate of "informal" complaints registered by the
Commission during the three years from 2016 through 2018.

Evaluation of CEOP Effectiveness - Non-Solar Customers

The Decision approved higher customer rates and new modernized rate plans. This is the first time a
company in Arizona implemented a rate increase in conjunction with complete structural overhaul of
tariffs, particularly residential tariffs, in the same proceeding. Many of the complaints that customers
voiced largely concerned features of these new modernized rate structures in conjunction with the
approved rate increase, rather than directly CEOP related complaints. Customers complained of:

The modernized Rate Design.

The transition to a new rate plan required of most customers. In some cases, customers with one-
part "standard" rates were required to move to time of use rates, or even three-part demand
rates if they wanted to minimize or avoid bill increases. Some customers refused to move to rate
plans with demand components even when these rate plans were estimated to be the most
economical, because they weren't familiar with and didn't trust the process associated with
receiving a bill with a demand component.
Even under the most economical rate plan options available, the new rate plans caused some
customers' bills to increase beyond what had occurred with the August 2017 transition rate
increase, creating a perception that APS raised rates twice.

The new rate plans, combined with the 2017 rate increases, raised electric bills more for some
customers than for others.

In some cases, even customers who made behavioral changes could not prevent bill increases due
to rate plan transition.

A review of the CEOP found that many of the complaints submitted by nonsolar customers concerned
features of the rate increase and the modernized rate design, rather than the CEOP and its messaging.
Nevertheless, CEOP messaging to non-solar customers was deficient in two respects, as discussed below,
and the deficiencies appear to have contributed to customer dissatisfaction.
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Ratcjncreagang Rate Plan Messaging Deficiencies

The most significant issues with APS's CEOP were the lack of specificity with respect to the rate increase

and the variation of results customers could experience under the new rate plans.

.

APS advertised the average rate increase to be 4.5% or about $6 a month per customer. Apart

from the sentence "the impact on your bill will depend on your actual energy consumption," APS

did not provide meaningful information about how much more of an increase some customers

might experience under new rate plans, especially if they did not change their usage habits. APS

did not fully explain that the 4.5% / $6 estimated monthly bill increase excluded anticipated

potential changes in "adjustors," taxes and fees outside of the rate case.

APS's primary CEOP tagline, "Shift, Stagger, and Save" and the names it gave to its new rate plans,

most of which begin with the words "Saver Choice," left customers with the impression that once

they moved to the new rate plans they would at best see reduced bills, or, at worst see savings

after they "shifted" their energy usage. For example:

o

O

Some customers did not experience savings because they did not shift their usage, and /

or were not defaulted to the "most economical" rate plans. In particular, customers who

were placed on the time-of-use Saver Choice plan or the one-part Premier Choice plan

were the least likely to "save" as a result of their new rate plan. Many of these customers

perceived a second rate increase when they moved from transition rates to the new rate

plans in 2018.

Depending on individual circumstances, electric bills could increase as a result of the

change in rate plans even when customers selected the most economical rate plan and

shifted their energy usage.

When APS implemented the rate increases in mid-August 2017, the Company notified customers through

a bill insert They also issued a press release intended to provide notice to the public through the media.

In both cases, the information provided concerning the rate increase was limited to notification of an

average of 4.5% rate increase that would increase bills for a typical residential customer by about $6 a

month. The notable portion of the bill insert dealing with the rate increase and changes in rate plans is

shown below.

The bill impact for a residential customer using an average of 1,035 kwh per month is

about a $6.16 per month increase, from $135.54 to $141.70, or 4.5 percent. The impact

on your individual bill will depend on your actual energy consumption. Decision No.

76295 includes new rote options, with reduced and realigned on-peak hours that create

more choices for customers to control their energy costs. No immediate action is required

on your part. We will send additional communications in the future about how you can

choose among the new plans (emphasis added)."'

is Response to Staff data request 8.5 Attachment APSAR00013.

Page l 18

ACC000019



lt is reasonable to expect that most customers consider themselves to be about average customers, and

for them to expect their bills to increase by about $6 per month. During the last few months of 2017, with

cooler temperatures and lower power usage, most customers probably either did not notice the August

rate increase or noticed only a modest bill increase. However, in 2018, APS began to transition customers

from their existing rate plans to new rate plans. Some customers were placed onto rate plans with

different rate structures and customers with a time-of-use component in their rate were billed based on

new peak hours. To minimize bill impacts under the new rate plans, it would have been necessary for

most customers to both select the most economical rate plan available change their energy

consumption habits.

Although APS promoted its "Shift, Stagger and Save" message in various ways, the rate increase notice

sent in August 2017 did little to warn customers of the potential bill impact of impending rate plan

changes, or changes in certain billing categories not directly connected with the approved rate increase

(adjustors, taxes and fees). Later, when the "personalized" letters were sent notifying customers that they

would be transitioned to new rate plans, the letters also failed to contain any information warning

customers that they could experience bill increases of substantially more than $6 per month. Instead, the

letters contained only examples of the new rate plans available, which had names suggesting that

customers would save money compared with their existing legacy rate plan (i.e., "Saver Choice," "Saver

Choice Plus" and "Saver Choice Max").

After the transition period, some customers placed onto rate plans with titles that began with "Saver

Choice," who later experienced what they viewed as a second rate increase, became dissatisfied and felt

that APS had been less than transparent in its communications about what was going to happen under

the modernized rates. In terms of dissatisfaction, it did not matter whether higher bills were due to

changes in rate structure or to the customer's failure to shift or reduce energy usage. Evidence of this is

demonstrated by customer comments in the non-solar "rate case" complaints, as summarized in the table

below.
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Table 24- Selected Customer Rate Case Comments

Customer CommentACC Complaint APS Complaint

Selected Customer Rate Case Comments - Informal ACC Complaints Filed in 2018
Data Response Complaint

Attadmment Date

APSAR00410180111065 2018147711

APSAR00417180214-058 2018148263

APSAR00422180228 120 2018148451

180507021 APSAR004362018150227

180618050 2018 . 151575 ApsAa004-14

I

180828 118 2018 . 153800 APSAR00450

I understand that APS needs to make a profit. But when APS public affairs

1/11/2018 reports that the average customer wont see more than a small increase,
and using their rate comparison tool I see Ill be paying on average $75 /

month more I am outr ed.

How is it that my rate can increase twice in one year? | have noticed an

2/14/2018 increase from last year to this year ... And now I receive a notice that lm
being taken off of my current plan and being switched to a new one that

will increase my costs yet again.

Substantial rate increase was approved based on false estimates that

2/28/2018 average bills would increase on average of $6 per month per customer. In

addition new rate plans are being forced upon customers that will further
increase customer cost even thou h consumption is decreased.
The increase was advertised as $5 . $6 and stated by APS agents "may be

less because you only have 5 hours of ... peak power." In my case I ... see
S/7/S018 a radically different increase... lMIv normalized rate increase is actually

11.5% ... for the same amount of kwh... I have estimated out the new

rate Ions will at least cost S586 more this ear."
I could not undersand the rate plans so I called them they informed me to
take the Saver Choice plan ldid and so my next bill was $732. I asked

6/1g/2018 them why is it so high? I called them ... and found out I should have took
Saver Choice Max they said my bill would have been $456.... Keep in
mind every north this goes on Im paying 30 to 40% more than Im
su used to be... N o wa is this a 4.5% rate increase."

Not only did APS raise their rates far more that] what was approved.
8/28/2018 They purposely simultaneously changed their billing structure so it was

more difficult to calculate the increase."
Source: Response to staff data request 5.13

Evaluation of CEOP Effectiveness - Solar Customers

At the end of 2018, APS had approximately 75,000 residential customers with solar panels interconnected

with the Company's distribution system, representing approximately 7% of the residential customer base.

The Decision required that distributed generation (DG) customers who filed an interconnection

application before the rate effective date would be "grandfathered" for net metering. The specific

settlement agreement language states as follows:

As contemplated in Decision No. 75859, grandfathered DG customers will continue to take

service under full retail rate net metering and will continue to take service on their current

taru'f schedule for the length of the grandfathering period.

It was also established that residential customers who submitted applications to install solar would be

eligible for retail net metering under grandfathering provisions, as long as they submitted an application

by the end of August 2017 and their system was approved by APS for installation by the end of February
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2018. This created a surge in customer solar applications as the August deadline approached and led to
confusion about installation plan requirements. The surge in demand and attendant confusion made it
difficult for some applicants to get installation plans approved by APS, and so the installation approval
deadline was eventually extended to the end of May 2018.

Solar Custemsc-Qutreachend Qvtnmunicaiian
APS's CEOP included communications with both solar customers and installers. Outreach included
personalized letters to solar customers. The following are the important areas in which the CEOP did not
adequately inform solar customers and applicants:

.

Non-solar customers were permitted to apply for solar until August 31, 2017 and receive
grandfathered net metering. lt was important for these future solar customers to understand
that the benefit they would derive from net metering was dependent on the type of legacy rate
plan they had, and that the customers had until August 31 not just to apply for solar, but also to
change their legacy rate plan.
APS had a rate comparison tool which assisted customers in picking one of the new rate plans
approved in the Decision. However, the tool did not provide any communication to explain the
interplay between legacy rate plans and solar net metering.

Personalized letters and other communications withexisting solar customers also failed to explain
the interplay between net metering and their legacy rate plans, or that they had until August 31
to change their rate plans.

Net Metering or7_dLeggcy Enefgx Rates

Existing solar customers and customers who submitted an application to APS by August 31, 2017 were
"grandfathered" into net metering. This meant they were also "grandfathered" into the legacy energy
rates governing what they consumed from APS, meaning they were the only customers allowed to keep
these rates after the new rate plans discussed above went into effect.

In most cases, solar applicants who found they were on a legacy rate plan with a demand component may
have found it beneficial to change their rate plan to one without a demand component. APS permitted
this, but only until August 31, 2017, the deadline for new solar applicants to qualify for net metering. After
this point in time, if an existing or future solar customer found themselves on a rate plan with a demand
component, or if they were on a two-part rate, they were limited to the rate plan they were on unless
they wanted to forfeit grandfathered net metering.

Customers on legacy rate plans that included demand components (tariffs ECT1R and ECT2) would
probably have found it advantageous to switch to either the available time-of-use rate (ET-2) or the
"standard" one-part block rate (E12), and in some cases customers on ET-2 might also have found it
advantageous to switch to E-12. Howeyer, these changes were not always made in time.

APS's messaging did not inform existing customers or new applicants of either the August 31, 2017
deadline for changing legacy rates or the potential advantages of doing so. Other APS messaging, in
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particular, the messages sent in personalized letters and posted on the ApS.com rate comparison tool

page, served to create confusion among current and future solar customers prior to the August 31, 2017

deadline. As made evident by some solar complaints, existing and future customers were sometimes

unaware, before it was too late, of the potential advantages of various legacy rate plans under net

metering, in part because they believed that nothing was required of them to take full advantage of the

net metering rules. Messages such as the following reinforced this belief:

"No action is required on your part. As a grandfathered solar customer, you will not be required

to move to one of the new rate plans recently approved by the ACC." (Letter sent to existing solar

customers in August 2017) (emphasis in the original)."

"Attention Solar Customers: Please note that Grandfather (sic) Solar Customers and those Solar

Customers who are in the queue awaiting interconnection are NOT required to select a new rate

plan" (emphasis in original) (APS Rate Comparison Tool on the APS.com website).2°

This confusion became evident when reviewing complaints by solar customers, most of whom complained

when they found out they could not change legacy rate plans after August 31, 2017 and had been unaware

of the need to do so prior to the deadline. In some cases, as customers submitted solar applications on

or near the August 31, 2017 deadline, the time available to consider and request a legacy rate plan change

was short. The solar application and the rate change request would have had to have been submitted on

the same day (August 31, 2017). To the extent solar customers and applicants had sufficient time to

consider a rate plan change, APS's rate comparison tool did not incorporate legacy rate plans or retail net

metering.

§q.lgr Cust0mec.§0mpIaints
Of the 257 "rate case" complaints APS logged in 2018, 46 (18%) were classified as solar complaints, an

amount that was disproportionately high compared with APS's solar customers, who accounted for less

than 8% of the residential customer base at the end of 2018. A sample of 51 complaints included 13 of

these, which were analyzed in detail.

Solar C0mn@n§§L0_r Which APSDenied Requested Leggcykqte Changes

Most of the solar complaints in the sample resulted from customers who became aware in 2018 that they

were not on the legacy energy rate they desired, but when they inquired were told by APS that they were

past the deadline and could not change their rate unless they wanted to forfeit net metering.

It is clear from the complaints that some solar customers were uninformed and unaware of the need to

make changes in legacy rate plans at the time they applied for solar installations. Proper messaging from

APS concerning changes in legacy rate plans, targeted primarily to solar applicants, but also to their

installers, would have prevented some of these complaints.

19 2018 Pinnacle West Form 10-K pp. 18 and 121 and Response to Discovery, Staff 2.38 (APSAR00294 p. 1 of ss).
20 2018 Pinnacle West Form 10-K, pp. 18 and 121 and Response to Discovery Staff 2.38 (APSAR00294, p. 1 of 35).
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Evaluation of CEOP Effectiveness - Adjustor Mechanisms

Based on the complaints reviewed, customers expressed confusion regarding the adjustor mechanisms

relative to the average monthly bill increase of 4.5% / S6. The monthly average bill increase was derived

by taking the approved 15.90% overall increase in base rates less the adjustor transfer of 11.36%. The

Decision approved $267,953,000 of costs that were previously recovered through adjustor mechanisms

to be transferred into base rates. The increase in base rate revenue caused by this transfer was offset by

the decrease in adjustor mechanism revenue. Therefore, it was revenue neutral.

However, due to the timing of the annual updates of some of the adjustor mechanisms, the transfer was

very confusing. For example, there is a one-year lag for the LFCR update. This update, and some others

are outside the rate case process and therefore were not considered in the rate case. During 2018, APS

had the following adjustor mechanisms which are described below:

Power Supply Adjustor (PSA),

Transmission Cost Adjustor (TCA),

Lost Fixed Cost Recovery Mechanism (LFCR),

Environmental Improvement Surcharge (ElS),

Demand-Side Management Adjustment Charge (DSMAC),

Renewable Energy Adjustment Charge (REAC), and

Tax Expense Adjustment Mechanism (TEAM).

Bower Supply Adjustor (PSA)

The PSA mechanism is designed to recover fuel and purchased power costs and other production-related

variable costs to the extent those costs deviate from the Company's PSA cost included in base rates. The

PSA typically adjusts annually at the beginning of February. In 2017, it also was adjusted in the interim

when the most recent rate case was decided.

Transmission Cost Adjustor (TCA)

With the introduction of a formula rate-setting methodology at the Federal Energy Regulatory

Commission (FERC) in 2008 to more accurately reflect and recover certain costs that APS incurs in

providing transmission services, an adjustor was established to permit the recovery of charges for

transmission costs associated with sewing the Company's retail customers through an automatic

adjustment mechanism. However, the Commission retains the right to suspend such changes as it sees

fit." The formula rate is updated annually on June 1.

Lost Fixed Cost Recovery Mechanism (LFCR)

The LFCR is designed to recover fixed costs of providing services (e.g., power poles, wires, other delivery

infrastructure) that would otherwise have been collected but for mandated energy efficiency and

distributed generation requirements which effediyely reduce customer energy consumption.

21 2018 Pinnacle West Form 10K, pp. 18 and 121 and Response to Discovery, Staff 2.38 (APSAR00294 p. 1 of 35).
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Environmental Improvement Surchorqe (ElS)
The ElS provides for the recovery of the capital carrying costs of actual environmental investments made
by APS not already recovered in base rates (as approved in the Decision) or through another Commission-
approved adjustment.

DemandSide Monoqemenf Adjustment Charqe I05MA(_°)

The DSMAC provides for the recovery of demand-side management (DSM) program costs and energy
efficiency performance incentives. DSM program costs are limited to those programs approved by the
Commission in the annual Energy Efficiency Implementation Plan (a.k.a. the Demand Side Management
Implementation PIan).22 On residential customer bills, the DSMAC is combined with the Renewable
Energy Adjustment Charge and presented as the "Environmental Benefits Surcharge".2'

Renewable Enerqy Adjustment Charqe (REAC)

The REAC recovers the cost of renewable energy programs included in the Company's annual Renewable
Energy Standard Implementation Plan and approved by the Commission that are not otherwise recovered
in base rates or other adjustor mechanisms. As noted previously, it is combined with the DSMAC on
residential customer bills and presented as the "Environmental Benefits Surcharge"."

Tax ExpenseAMsfm§f1tM§§bQQi5m (EAM)
The TEAM was approved by the Commission in the Decision to enable the pass through of material income
tax effects resulting from potential federal income tax reform legislation to customers. Later that year,
the Tax Cuts and Job Act was enacted, and as a result, the corporate tax rate was reduced from 35% to
21% effective on January 1, 2018.15

Four Corners Rate Rider and the System Benefits Adjustment

The recovery of costs for two adjustor mechanisms, the Four Corners Rate Rider and the System Benefits
Adjustment, were transferred to base rates, and separate tracking of applicable costs was ended.

CEOP EXPENDITURES

The CEOP expenditures authorized in the Decision were examined to determine whether they were:
• Directly associated with the CEOP,
• Reasonable in nature given the objediyes of the CEOP,
• Incremental to implementation of the CEOP (as opposed to expenditures that would have been

made absent the CEOP).

12 Response to Discovery, Staff 5.5.
23 Response to Discovery, Staff 2.38 (APSAR00297, p. 3 of 3).
24 Response to Discovery Staff 2.38 (APSAR00298 p. 2 of 2 and APSAR00297, p. 3 of 3).
25Response to Discoyery, Staff 2.38 (APSARO0299, p. 1 of 15) and 2018 Pinnacle West Form 10K p. S8.
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CEOP Expenditure Projects and Cost Categories

APS provided details of the expenditures under the $5 million CEOP authorization and the following list of

projects and expenditures that had been made through February 2019.

Table 2.s- APS CEOP Expenditures

Project DescriptionProject ll Project Title

APS CEOP Expenditures
September 2017 through February 2019

Amount

Ex ended

DSM2187 Rate Analysis

Analysis of rates for personalized communication
$1,165,080 with APS residential customers, including the rate

DSM2188

DSM2189

System Inte ration & Testify

Materials & Printing

NonResidential EducationDSM2190

DSM2197 Customer Tools

Mass MediaDSM2198

DSM2189 Outside Services / Agencies

Customer communication through radio, outdoor
$757,637 billboards, community print ads, and social media

di ital and interactive ads throu hour APS territo
Marketing agency fees, support for conducting

$52465 customer focus groups on service plan features,
naming conventions and service plan options, and
Spanish lan ua e consultin services.

DSM2190 Roadshows

comparison tool.
$298,073 IT and technical implementation costs

$1,198,266 Print and mail personalized communications to
residential customers paid to outside rioters.
Communications about rate changes to non

$9,335 . . . .
residential customers, include a rate workshop.
Sweepstakes program costs, including the costs of

$1364,966 10200 smart thermostats and 2,500 "smart plugs"
given to residential customers.

Travel costs associated with rate review community
$2012 open hours hosted throughout Arizona to provide

information and answer customer questions.
$4,847,834Total CEOP Proects

Source: Response to Staff Data Request 2.62

APS also provided information about the nature of the costs underlying its CEOP expenditures.

Table 26- APS CEOP Expenditures by Cost Type

APS CEOP Expenditures by Cost Type
•

$4,279,777
$94,137

$473,921

54,847,835

T e of Cost

Outside Vendor Materials and Services

APS Employee Payroll and Overheads

Internal Cost Allocations or Transfers

Total CEOP Expenditures by Cost Type

Source: Response to Staff Data Request 2.62
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Review of CEOP Payments for Outside Materials and Services

Through February 2019, 39 vendors have provided materials and services categorized as authorized CEOP

expenditures by APS. The three largest vendors, in terms of total payments, accounted for 62% of total

CEOP expenditures on outside materials and services, and 54% of total CEOP expenditures.

Table 27- APS Vendors Accounting for Significant CEOP Outside Materials and Services Expenditures

$877,500

$1,025,294
$735,084

$2,637,878
$4,279,777

APS Vendors Accounting for Significant CEOP Outside

Materials and Services Expenditures

Company Project

GridX Inc. Rate Analysis

LUX Products Corp. Customer Tools

Lavidge Co. Mass Media

Total These Vendors

Total Outside Provider Expenditures

Pct. These Vendors

Source: Response to Staff Data Request 5.14

In each case, the expenditures made for services and materials related directly to customer education and

outreach activities.

Services Provided by GridX Inc.

APS stated that the services provided by GridX were related to customer-specific rate analyses used in the

personalized communications APS employed as part of its customer education effort. Specifically, GridX

developed application programming interfaces (APIs) to provide results of APS's analysis of the costs that

individual customers would incur under the new rate plans and rates authorized by the Decision. The

Company further stated that GridX services directly supporting the CEOP effort and rate tools were

provided from 2017 through May 2019.

The expenses for GridX were associated with work to develop and improve the APS rate plan / rate

comparison tool. As such, the expenses were properly classified by APS as CEOP expenditures and directly

contributed to the production of the APS rate analysis tool that was a primary component of the CEOP.

Materials Provided by Lux Prodfs QQ
APS's purchase order supports $728,000 of the approximately $1,025,000 in payments to Lux and lists the

following items:

• 4,000 Lux GEOWH-O3 @ $90 each = $360,000

. 4,000 Lux GEO-WH-03 @ $92 each : $368,000
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APS provided a change notice which supported an additional $203,000 for an additional 2,250

thermostats. APS stated the remaining $94,000 was sales taxes associated with the purchase of all of the

th€l'm05[3t5Z6

Servicesprovided by Lgyidge Co.

APS utilized Lavidge Co. to assist with customer communication through digital and media services. APS

described the expenses associated with Lavidge as "customer communication through radio, outdoor

billboards, community print ads, and social media digital and interactive ads throughout APS's service

territory."27 The total expenditures of $735,000 were appropriate.

Rev iew of " Em ployee Sal ar i es  and  Rel ated  Overheads"  Charged  to  CEOP Project Orders

A total of $94,137 (2%) of the costs charged to CEOP project orders consisted of "payroll" and related

payroll taxes." APS stated that "[most of the labor expenses associated with outreach, education, and

transition of all customers were absorbed in the APS business units and not charged to the $5M

allocation." This procedure is appropriate given that internal APS labor costs, apart from employees hired

for the purpose of working directly on CEOP efforts, would not have been incremental to the CEOP; as

such, the costs should be recoverable by APS through base rates rather than through special funding, such

as the CEOP authorization. APS further stated that the $94,137 in labor expense charged to CEOP project

orders was associated with contractor resources needed to supplement APS staff during "stabilization."29

In response to a follow-up data request, APS stated that while over 200 employees and contractors

worked on the CEOP, only 12 employees charged their time to the Ss million authorization for incremental

work directly tied to the outreach, education, and transition of customers. Eleven of the 12 employees

work in IT and the remaining employee works in Customer Service. How much of the $94,000 in payroll

is incremental contractor expense and how much is non-incremental employee payroll is unclear;

however, as noted above, total payroll constitutes only about 2% of total CEOP expenses. As stated in

APS's Response to Staff 2.63, APS spent approximately S3M for technology enhancements not charged to

the $5M authorization. This additional $3M included incremental system upgrades and contractor labor."

Rev iew o f  " In ternal  Cos t A l l ocati ons  o r  Trans fers "  Charged to  CEOP Project Orders

APS charged a total of $473,921 described as "internal cost allocations or transfers" to CEOP project

orders." Nearly all of this, $471,682, consisted of "materials and supplies" described as "printing and

mailing costs for personalized communications to residential customers using APS's print shop...."" To

the extent the print shop expenses were incremental to the CEOP activities, and would  no t have

otherwise been incurred, it was appropriate to apply the costs to CEOP project orders.

16 Response to Staff data request 6.18 and Attachment APSAR00543 (Change Notice for additional thermostats).
27 Response to Staff data request 5.14.
28 Response to Staff data request 2.62 Attachment APSAR00344.
29 Response to Staff data request 2.62.
so Response to Staff data request 6.19
31 Response to Staff data request 2.62, Attachment APSAR00344.
32 Response to Staff data request 2.62.
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APS's worksheet reflected approximately 200 individual amounts charged to "DSM2189 - Materials and
Printing" and totaling approximately $465,000. The associated line descriptions primarily reflected direct
mail associated with customer rate migration." Based on this information, the amounts that represented
incremental costs associated with the CEOP are satisfactory.

FINDINGS

Customer Education and Outreach Program

CEOP Methods, Procedures and Customer Reach

1. The majority of the information communicated to customers in APS's CEOP was reasonable and
understandable. Some of the most important information was conveyed in personalized letters
that described the new rate plans, and in particular the new rate plans "most like" customers'
existing rate plans, and the rate plans likely to be "most economical" given customers' recent
historical usage.

2. The scope of the CEOP was adequate to reach APS's entire residential customer base. APS
communicated the most important information concerning the new rates and rate plans through
bill inserts or direct mail pieces mailed or emailed to all customers. APS provided direct
communications in Spanish for customers who selected Spanish as their language for billing.
Exceptions to complete customer reach for all CEOP messaging included:

APS did not have email addresses for approximately 45% of its residential customer base, in
early 2018.
APS "can only send marketing emails (used to drive awareness of and participation in
customer programs) to customers who have agreed to receive email communications.""'
Radio and billboard advertising related to the CEOP was confined to the Phoenix metro area.
The following were only provided in English: (1) emails, (2) aps.com transactional pages, (3)
aps.com banner ads and pop-ups, (4) IvR-based plan assistance, (S) special interest letters,
(6) mass media campaigns, (7) notifications, (8) (service) plan comparison tool, and (9) peak
demand calculator.

3. As part of the CEOP, APS created several tools to help customers select new rate plans and to
manage their electricity usage. The most important of these was a rate comparison tool launched
on the APS website that enabled customers to compare projected annual costs under their
existing legacy rate plans to those associated with new rate plans. The tool remains available to
customers to help select rate plans. Customer dissatisfaction caused by higher bills and the new
modernized rate plans may have been worse had the rate comparison tool not been available.

as Response to Staff data request 7.4, Attachment APSAROOSS1.
34 Response to Staff data request 7.6(c).
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4. APS's CEOP should have included more personal customer contact or outreach efforts regarding
the new modernized rate plans and which plan would be of most benefit to the customer.

5. APS did not explain the adjustor mechanisms in its CEOP, nor did APS clarify the fact that there
would be annual updates to the adjustor mechanism billing rates occurring outside of the rate
case and that such rate changes may result in an increase in customer bills. These additional bill
adjustments may have been confusing to some customers, especially without notice of the

adjustor mechanism changes.

6.
CEQP Effectiveness - Mensolnr Customers

An analysis of a sample of 2018 customer complaints classified by APS as "rate case" related

showed the following:

Some customers complained that the 4.5% / $6 per month average rate increase advertised
by APS in 2017 understated the actual increase.

Some customers perceived that the rate plan transition that occurred in spring 2018, which
followed the rate increase under legacy rate plans in 2017, amounted to a second increase in

their utility rates.

Some customers may have been dissatisfied with being moved to new, sometimes differently

structured rate plans, and rate plans with different peak hours, than previous rate plans.

Some customers moved to new rate plans may have experienced or perceived that the rate

plans caused significant increases in their bills.

Some customers were unhappy with being placed on rate plans with a demand component.

7. The information provided by APS in its rate increase notices and personalized letters failed to

convey certain important information, including:

.

.

The "average customer" rate increase percentage and bill impact (4.5% increase, $6 per

month) disclosed in customer notices and press releases failed to adequately convey that the
impact of the modernized rate design on individual customers could vary widely, and over
time, depending on customer-specific circumstances and changes in other customer bill
components such as adjustors and taxes and fees, and were not included in the notice
regarding the average percentage or bill increase.

The rate plan transition letters mailed in the first few months of 2018 failed to adequately
convey to customers that the additional increases in their bills, beyond those that occurred

with the 2017 transition rates. The information conveyed did not include that these
additional increase in bills were dependent on customer-specific circumstances, including the
specific rate plans customers were on before and after the transition, and behavioral changes
in energy usage patterns under the new rate plans which could minimize bill increases, such
as shifting usage to accommodate the new on-peak hours and demand charges.
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5013 customersCEOP Effectiveness

8. APS's CEOP messaging did not inform solar customers or applicants of the August 31, 2017
deadline for changing their legacy rate plans or the potential advantages of doing so.

9. Solar customer complaints show that existing customers and applicants were sometimes unaware
of the potential advantages and disadvantages of different legacy rate plans under net metering
because they believed that nothing was required of them to take full advantage of the net
metering rules.

10. APS's rate comparison tool did not incorporate legacy rate plans or retail net metering, which,
had it been available before the August 31, 2017 deadline, would have permitted solar customers
to assess the benefits of different rate plans under net metering.

11. Although August 31, 2017 was the stated deadline for solar customers and applicants to change
their legacy rate plan, there are examples in which APS made exceptions, allowing customers to
change rate plans after the deadline.

CEOP Expenditures
12. Of the Ss million authorized, APS expended $4.85 million on the CEOP between September 2017

and February 2019. Outside (vendor) materials and services accounted for $4.28 million (88%),
and $474,000 (10%) was primarily internallyincurred print shop costs, with the remaining
$94,000 (2%)35 associated with payment for contract and APS employees who charged time to
CEOP projects.

13. Overall, CEOP expenses incurred between September 2017 and February 2019 appear to have
been reasonable, directly related to CEOP activities, and incremental to the CEOP effort.

14. The expenses associated with the three largest CEOP vendors, accounted for 62% of total CEOP
vendor costs, were directly applicable to CEOP efforts and services. These costs were properly
incurred and incremental to the CEOP and appropriate within the scope of the CEOP.

15. Internal cost allocations and transfers charged to CEOP were appropriate.

RECOMMENDATIONS

Customer Education and Outreach Program

1. It is reasonable to have APS fund and implement a Customer Outreach and Education Program
that will be developed and administered by Commission Staff. Therefore, it is recommended that
Staff select and hire an independent consultant, which is to be funded by APS, to develop a
program to properly and adequately educate customers on all aspects of APS's rate plans.

as This $94,000 (2%) is immaterial relative to the Ss million authorization.
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2. It is in the public interest for APS to provide customers with pro forma billing information on how
much they would pay given their actual usage during each month if the customer was on his/her
most economical plan. The Company shall continue to provide this billing information until the
conclusion of the Company's next rate case or upon further Order of the Commission.

3. In future rate cases, APS should thoroughly explain and quantify the impact of adjustor
mechanisms on rates.

4. It is reasonable for APS to fund and organize along with an independent third-party consultant to
form a stakeholders' group to collaborate on better ways to communicate the impact of changes
and adjustor mechanisms to residential customers and to make suggestions for more effective
ways to educate customers on rate plans and ways to cut back on energy usage.

5. It is reasonable for APS to allow an additional opportunity for customers to switch rate plans for
at least a fourmonth enrollment period. At any time during this enrollment period, customers
will be allowed to select a different rate plan.

6. APS should identify ratepayers whose bills have increased by more than 9 percent under the new
rate plans, based on 2015 Test Year determinants, and those ratepayers who are not on their
most economical plan, and shall provide the most impacted ratepayers with targeted educational
materials that explain: (1) the various rate plans; (2) the customers various options; (3)
comparative usage data for their current plan and their most economical plan; and (4) the
opportunity to switch plans.

7. It is reasonable for APS to prepare and Staff to use a "bin~analysis" to provide more meaningful
notice of estimated bill impacts to customers.

8. APS should provide grandfathered net metered solar customers with legacy demand rate (ECT-1R
EPR and ECT2 EPR) an additional opportunity to switch to a rate plan that enables them to fully
benefit from net metering (E-12, ET-1 or ET-2). APS should provide notice to these customers to
ensure they are made aware of the opportunity to switch to a more advantageous legacy rate
plan. In addition, APS should provide educational materials informing these customers about the
advantages and disadvantages of each legacy rate plan that can be paired with solar net metering.
Further, the window of opportunity to switch rate plans should remain open for a reasonable time
(e.g., the remainder of 2019) to ensure that all remaining demand rate solar customers have
either transitioned to another legacy rate plan or positively confirmed for APS that they wish to
remain on their existing demand rate.
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3. BILLING DETERMINANTS AND RATE DESIGN

OVERVIEW

In the 2016 rate case, the Commission approved a variety of rate design options for residential customers.

These options include three basic service rate plans with fixed customer charges and energy charges; a

rate plan with a fixed customer charge with new time-of-use energy rates, and a three~part rate plan

which includes timeof-use energy rates and a demand component.

The Commission directed Staff to compare the projected billing determinants used in the 2016 rate case

with actual 2018 results. The billing determinants used by APS in the Proof of Revenue from the Decision

in its 2016 rate case were reviewed and compared to the Company's actual customer billing determinants

used in 2018. A summary of projected 2015 and actual 2018 determinants for rate class groupings is

shown below."

Table 31 - Billing Determinants Summary

Adjusted

MW h

Ave rage

Customers

Average

Customers

Adjusted

MW h

8ase Revenue

$000

_
Base Revenue

soon

2,895,587

4,523,363

5,759,371

238,216

13416,537

Residential

Basic Rate Plans

limeofUse Energy Plans

TimeofUse Demand Plans

Solar Rate Plans

Subtotal Residential

General Service

Other*

Totals

420207

329997

263930

32,856

1,046,990

127882

2460

1,m,33z

14,089,945

509, 135

28,015,617

398,475

620,647

674,708

29,154

1,722,984

1,463,595

64,900

3,251,479

456,301

372869

192,225

79421

1 100.816

131887

2,746

1,235,449

3583,261

5,221,299

3850894

456,767

13112,221

14103,822

514215

27,730,258

494,809

711,080

457,730

66,569

1,730,188

1,475,736

65,213

3,271,137

Overall, 2018 base revenue was materially consistent with APS's test year projections, as revised to adopt

the approved rates in the Decision. However, there were significant variations within the residential rate

classes that are further discussed in the following sections.

36 Response to Discovery, Staff 4.5 (APSAR00370).
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Table 32 - Average Customers

Difference

Average Customers

Actual Pro jec ted

2018 2015 %Residential by Rate Type

Basic Rate Plans

Time of Use Energy

Time of Use Demand

Subtotal - Non solar

9%
13%

(27%)
1%

420, 207

329,997

263,930

1,014,134 36,094

42,872
(71,705)

7,261

456,301
372,869
192,225

1,021,395

Solar Rate Plans 142%46,56579,421 32,856

Total 5%s3,82s1,100,816 1,046,990

Because the Company transitioned customers to new rate plans in May 2018, the analysis above groups

customer counts in the legacy and new rate plans by the rate plan characteristics (i.e., twopart or three-

part rate). The data shows that more customers were on basic rate plans than expected, and significantly

fewer customers chose to move to demand rates. Participation in solar rates more than doubled from

2015 due to the accelerated adoption of rooftop solar installations.

Analysis of rate plan enrollment data as of December 31, 2018 provided additional insight into customer

distribution relative to expectations from the 2016 rate case"

f able 33 Customers by Rate Class

Rate Class %Difference

Customers by Rate Class

Actual at Projected

12/31/2018 2015

TOU-D

14,283
(13, 058)
17,065
55,132

(50,443)
12,426

6%
(9%)

73%
17%

(44%)

8%
(98%)
144%

R-XS

Basic Rates RBASIC

R-BASIC L

RTOU-E

R-2

R-3

R-TECH

E-12 EPR

ET-1 EPR

Solar Rates ET-2 EPR

ECT-1R EPR

ECT~2 EPR

257,346
139,107
23,417

330,135

115,116
148,045

968
12,019
5,584

14,019
351
883

60%

142%

58%

232%

271,629
126,049
40,482

385,267

64,673
160,471

18
29,367
8,924

33,915
553

2,931

(950)
17,348
3,340

19,896
202

2,048

37APSRate Migration Report - 123118 and Response to Discovery Staff 4.5 (APSAR00370).
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The higher number of customers on basic rates is evidenced in the R-XS and R-BASIC L rate classes. While

the larger customer count in the smallest rate plan (R-XS) is comparable to the overall growth in APS's
customer base, the variance in the R-BASIC L rate class suggests that customers did not migrate from basic

to time-of~use rates based on the numbers the Company anticipated. More customers than expected on

the demand rate class group migrated to the R-3 rate, which has higher demand charges and lower per-

kwh energy charges than the R-2 rate. However, there are substantially fewer customers in the R-2 rate

class than estimated.

Furthermore, the increase in solar customers between 2015 and 2018 may partly explain the lower than

expected numbers in other rate classes. APS did not make any projections in the 2016 rate case for

conversions to solar rates, hence, the 2015 figures represent the actual count of solar customers during

that test year. These customers migrating to solar from other rate plans had a material impact on the

variances in the Company's forecast.

During the transition, customers could elect tomove to a qualifying rate plan. APS moved these customers
onto rate plans most similar to their existing rate plan. According to the Company, 669,831 customers
were defaulted to a "most like" rate plan as of May 18, 2018. However, for approximately 56% of those
customers, the "most like" rate plan was not the most economical based on their prior twelvemonth
consumption data."

CONSUMPTION ANALYSIS

m
Despite a 5% increase in the APS customer base,
electricity consumption, as measured in
megawatt-hours (MWh) sold, was relatively flat
in the 2015-2018 time period." In its 2018
annual SEC filing, the Company noted,
"[i]mproving economic conditions and customer
growth were offset by energy savings driven by
customer conservation, energy efficiency, and
distributed renewable generation initiatives.""°
Residential customers consistently accounted for
47% of total sales throughout the period.
Electricity sales to residential customers in 2018 generally matched APS's 2015 projections in total, but
showed some variability among rate types, as shown below."

38 Response to Discovery Staff 9.1.
39Based on Response to Discovery, Staff 4.5 (APSAR00370) and APS FERC Form 1 Reports.

'° Pinnacle West Form 10K for the year ended December 31, 2018, p.63.
in Based on Response to Discovery Staff 4.5 (APSAR00370).
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Table 34 and 35 . MWh Sold by Rate Type and Annual kwh per Customer

MWh Sold b Rate T e
Actual v w l m d
zum zuxsResidential Rl keT 851dontil1 i nDlflennoe

Annual kwh per Customer
Actual Prbleded
zms N15 Dlfferanoe asA I

Basic Rate Plans

Hme of Use Energy

Time of Use . Demand

Subtotal Non solar

Basic Rate Plans

Time of Use Energy

Time of Us e Demand

Subtotal Non solar

3.583.261

5221299

3850894

12655454

2895587

4523363

5759371

13178321

7853

14003

20033

12.390

6.891

13707

21822

12995

*

24%

15%

(33%)

( 4 * )

687674

697936

1.908477)

(522,867)

962 14%

296 2%

11789) (8%)

(605) (5%)

Solar Rate Plans

Total

Solar Rate Plans

Total

92%

2%

(21%

7%

11499

903

455757

13112221
238.216

13.416537
5751

11.911

7250

12814

218551

1304.31

The trends are similar to those discussed in the customer analysis above. Relative to the 2015 estimates,

higher consumption by customers in basic rate plans was offset by lower consumption by customers on

demand rate plans. Solar consumption increased commensurate with the large growth in customer base

but was lower on a per-customer basis. The customers who switched to solar during the 2015-2018

timeframe used considerably less energy than those who had solar rates during the 2015 test year.

REVENUE ANALYSIS

Base Revenues

Overall, APS's 2018 base revenues from retail electric sales were consistent with the 2015 forecast, with

total base revenues of $3.27 billion approximately 1% higher than the projected amount of $3.25 billion.

The variations for rate types in the residential segment are summarized on the following table:"2

Table 36 Base Revenues

Base Revenues (000's)

Actual Projected

2018 2015 Difference %Residential by Rate Type

Basic Rate Plans
Time of Use - Energy

Time of Use - Demand

Subtotal - Non solar

s 494,809

s 711,080

s 457,730

s 1,663,619

s 398,475

s 620,647
S 674,708

s 1,693,830

s 96,334 24%

s 90,433 15%

s (216,978) (32%)

S (30,211) (2%)

Solar Rate Plans

Total

128%

0%

37,415

7,204

s 66,569 s 29,154 s

s 1,730,188 s 1,722,984 s

The distribution of revenue collected from customers in the various rate plans was very similar to the

energy consumption trends noted above, with higher collections from basic rate plans and lower

collections from demand rate plans.

42 Response to Discovery Staff 4.5 (APSAR00370).
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BILL COMPARISONS

The impact of the rate increase on residential customers was analyzed by comparing typical bills for
customers consuming similar amounts of energy under the legacy rate plans (prior to the application of
the rate increases in August 2017) to the current tariffs. According to the Decision, the average base rate
impact to residential class customers was expected to be 1S.90%, which was comprised of a general rate
increase (4.5%) and a reallocation of adjustor collections into the base rate (11.36%)." The adjustor
transfers were fully offset through corresponding lower adjustor charges. The analysis focused on the
impact to base rates. Thus, the full 15.90% was presumed to be the average bill increase. Similarly, the
2018 base rates did not contain the impact of changes in the adjustor mechanisms since 2015.

Basic Rate Plans

Residential customers on APS's legacy basic rate tariff E-12 that did not elect a different rate plan during
the conversion were transferred onto the RXS, R-BASIC or R~BASlC L tariffs, depending on their average
monthly energy usage. To qualify for the R-XS tariff, monthly consumption must be below 500 kwh, while
the R-BASIC tariff consumption must be below 1,000 kwh per month. Larger customers were moved to
the R-BASIC L tariff, but this rate plan was frozen to new customers. The bill comparisons for each tariff
are shown below."

Table 37 - Typical Bill Comparison - RXS Tariff (Lite Choice)

kwh bl0€k Difference

zo1a Rate 2015 Rate

R-xs R- 12 %

3.30

5.29

7.28

9.2647.30
61.12

18%

19%

19%

20%

12%7.11

21.54 $

33.21 s

44.89 s

56.56 s

68.23 s

s
s
s
s
s

18.24 s

27.92 s

37.51 s

s
s

20%

21%

22%

22%

23%

does

17.97 s 3.57

27.38 s 5.83

36.80 s 8.09

46.22 s 10.34

55.64 s 12.59
e base rate impact and

or any changes in the
5.

Summer

0-100

101200

201300

301400

401500

Winter

0 1 0 0 S 21.54 S

101-200 s 33.21 s

201-300 s 44.89 s

301400 s 56.56 s

401500 S 68.23 S

Note:This analysis focuses on th
not contain the adjustor transfer
adjustor mechanisms since 201

" See Decision No. 76295 Attachment 1, Settlement Agreement Appendix L.
u The underlying data for all bill comparison schedules in this section were provided in APSs Response to Discovery Staff 810
(APSAR00552).
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Choice)Table 3B - Typical Bill Comparison - RBASIC Tariff (Prom

kwh b lock

2018 Rate 2015 Rate

R-BASIC R-12 %Difference

7%

0%

- 1%

-4%

- 6%

s 79.90

$ 89.15

s 101.54

s 113.93

s 126.33

s 74.93

s 88.75

s 102.57

s 118.73

s 134.90

s
s
s
s
s

4.97
0.40

(1.03)
(4.80)
(8.57)

Summer

501-600

601-700

701-800

801-900

9011000

Winfer

501-600 s 79.90 s 65.05 s 14.85 23%

601-700 s 89.15 s 74.47 s 14.68 20%

701-800 s 101.54 s 83.89 s 17.65 21%

801-900 s 113.93 s 93.30 s 20.63 22%

901-1000 s 126.33 s 102.72 s 23.61 23%

Note: This analysis focuses on the base rate impact and does
not contain the adjustor transfer or any changes in the
adjustor mechanisms since 2015.
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Table 39 - Typical Bill Comparison - RBASIC L Tariff (Premier Choice Large)

2018 Rate 2013 Rate

k w h  b l o c k R-BASICL R-12 Di f fe rence %

Summer

1001-1100

11011200

1201-1300

1301-1400

1401-1500

1501-1600

16011700

1701-1800 11%

8%

6%

4%

2%

1%

0%

- 1%

-2%

-3%

s 167.27
s 180.68
s 194.10
s 207.51
s 220.92
s 234.33
s 247.74
s 261.16
s 274.57
s 287.98

s 151.07
s 167.23
s 183.40
s 199.57
s 215.74
s 231.90
s 248.07
s 264.24
s 280.40
s 296.57

s
s
s
s
s
s
S
s
s
s

16.20
13.45
10.70
7.94
5.18
2.43

(0.33)
(3.08)
(5.83)
(8.59)

49%

49%

48%

48%

47%

47%

47%

47%

46%

46%

does

18011900

1901-2000

Winter

1001-1100 s 167.27 s  112 .14 $ 55.13

1101-1200 s 180.68 s 121.55 s 59.13

1201-1300 s  194 .10 s 130.97 s 63.13

1301-1400 s  2 0 7 .5 1 s  140 .39 s 67.12

1401-1500 s 220.92 s  1 4 9 .8 1 s 71.11

15011600 s 234.33 s 159.22 s 75.11

16011700 s 247.74 s 168.64 s 79.10

17011800 s 261.16 s  178 .06 s 83.10

18011900 s 274.57 s 187.47 s 87.10

19012000 s 287.98 s 196.89 s 91.09

Note: This analysis focuses on the base rate impact and
not contain the adjustor transfer or any changes in the

adjustor mechanisms since 2015.

For small customers on the RXS rate plan, the rate increase was slightly higher than the average overall
increase of 15.9%. The basic service charges and energy charges increased approximately 15-20% for this
group.

A significant change to the basic rate plans eliminated the inclining block energy charges for summer
months in the legacy R-12 tariff. While the kwh energy charges are higher in the RBASIC and R~BASlC L
tariffs relative to the R-XS tariff, they are actually lower than the R-12 legacy rate plan energy charges for
all usage over 400 kwh per month. The legacy winter rates were on a single block charge which increased
substantially under the new rate structure, as reflected on the tables above.

Time of Use -  Energy Rate Plans

APS customers who were on a two-part rate (a basic service charge per day and an on-peak/off-peak
energy charge) and did not elect a different rate plan were moved onto the R-TOU-E tariff. The new rate
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tariff maintained the twopart design, with the peak hours changed to 3:00 p.m. to 8:00 p.m. on non-

holiday weekdays. The new tariff also introduced a super off-peak rate for certain hours during the winter

billing period that is approximately 30% of the normal off-peak energy charge. The bill comparison with

the legacy ET-2 tariff is shown below.

Table 310- Typical Bill Comparison - RTOLl~E Tariff (Saver Choice)

Selected 2018 Rate 2015 Rate

kwh blodr R-TOU-E ET-2 Difference %

20%

22%

23%

23%

24%

24%

25%

514mm:[
9011000 s 148.07 s 123.76 s 24.31
1401-1500 s 215.70 s 177.30 s 38.40
1901-2000 s 283.33 s 230.84 s 52.50
20012500 s 350.96 s 284.37 s 66.59
25013000 s 418.59 s 337.91 s 80.68
30014000 s 553.84 s 444.99 s 108.85
40015000 s 589.10 s 552.07 s 137.03

Mdinief
9011000 s 130.33 s 99.81 s 30.s2 31%
14011500 s 189.09 s 160.05 s 29.04 18%
19012000 s 247.86 s 207.66 s 40.21 19%
20012500 s 306.62 s 255.54 s 51.08 20%
25013000 s 365.38 s 303.14 s 52.24 21%
30014000 s 482.90 s 398.63 s 84.27 21%
40015000 s 600.43 s 494.12 s 106.31 22%
Note: This analysis focuses on the base rate impact
and does not contain the adjustor transfer or any
changes in the adjustor mechanisms since 2015.

The increases across all usage blocks were higher than the overall 15.9% projected average. The basic

service charge was reduced in the R~TOU-E, tariff, offset by higher energy rates, especially the off~peak

energy charge. The severity of the increases in the winter period was mitigated somewhat by the new

super offpeak energy charge.

Demand Rate Plans

APS offers two demand rate plans in its current offerings. These rate plans have a three-part structure

with a basic service charge, a demand charge based on the highest hourly on-peak demand, and an energy

charge. The R~2 tariff (Saver Choice Plus) has a lower demand charge and higher energy charge than the

R»3 tariff. Most APS customers on a demand rate as of December 31, 2018 were on the R~3 tariff. A

comparison of typical bills over a selection of usage blocks from the legacy ECT-2 demand rate to the R-3

tariff is below.
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Table 3~11 - Typical Bill Comparison - R3 Demand Tariff (Saver Chovce Max)

2018 Rate
R-3

Selected
kwh blodt %Difference

2o1s Rate

ECT-2

(5.81)137.71
208.87
271.32
330.28
385.76
498.45
576.26

143.53
202.22
232.57
287.22
321.62
422.81
498.36

.Summer
901-1000
14011500
19012000
20012500
25013000
30014000
40015000

6.65
38.75
43.06
64.15
75.64
77.91

4%

3%

17%

15%

20%

18%

16%

s
s
s
s
s
s
s

S
s
s
s
s
s
s

s
s
$
S
s
s
s

(12.37) 11%
(12.54) 8%

8.04 5%
7.54 3%

19.50 8%
24.74 8%
31.75 8%

impact and does
noes in the

109.66 s
155.13 s
178.63 s
220.76 s
247.98 s
324.77 s
383.89 s

the base rate
eroranycha

15.

MGIIICI
9011000 s 97.29 s
1401-1500 s 142.59 s
1901-2000 s 186.67 s
20012500 s 228.30 s
2501-3000 s 267.48 s
3001-4000 s 349.51 s
4001-5000 s 415.64 s
Note: This analysis focuses on
not contain the adjustor transl

adjustor mechanisms since 20

In most instances, bills were projected to have a lower than the 15.9% overall average increase, and in

some cases, bills were expected to decrease. The R-3 tarif f  had a lower basic service charge and lower

average increases in perkWh energy charges than other rate plans. These were somewhat of fset by

demand charge increases of approximately 30%, which had a greater impact on summer bills that typically

have higher peak demand.

Rat e Plan Trans i ti on

As discussed in other sections of this report, customers were encouraged to compare estimated rates on

the various rate plans and select the most economical rate plan based on their consumption patterns.

The typical bills for a selection of usage blocks under various transition scenarios were analyzed to

determine the impacts of moving to a different rate plan, as shown on the tables below.
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Tables 312 and 313 - Typical Bill Comparison -Transfuon from Basic Rate Plans

Tariff Conversion from Basic Rate Tariff to Demand Tariff
Selected 2018 Rate 2015 Rate

kwh blodr R-3 E-12 Difference

Conversion from Basic Rate Tariff to Ener
Selected 201a Rate 2015 Rate

kwh blodi R-TOU-E E-12 Difference 96%
mm r

9011000
14011500
19012000
20012500
2501-3000
30014000
40015000

2%

3%

9%

12%

16%

21%

28%

s 137.71
s 208.87
$ 271.32
s 330.28
s 385.76
s 498.45
s 576.26

s 134.90
s 215.74
s 296.57
s 377.41
s 45824
s 630.81
s 803.38

s 2.81
s (6.87)
s (25.25)
s (47.13)
s (72.48)
$(132.36)
$(227.12)

MKLQIQE

9011000 s 97.29 s 102.72 s (5.43) -5%
14011500 s 142.59 s 149.81 s (7.22) 5%
19012000 s 186.67 s 196.89 s (10.22) 5%
20012500 s 228.30 s 243.98 s (15.68) 6%
25013000 s 267.48 s 291.06 s (23.58) 8%
30014000 s 349.51 s 385.23 s (35.72) 9%
4001-5000 s 415.64 s 479.40 s 63.76 13%

lcor\I3ln the adjustor transfer or any changes in the adjustor

m r
9011000 s 148.07 s 134.90 s 13.17 10%
14011500 $ 215.70 S 215.74 S (0.04) 0%
19012000 $ 283.33 S 296.57 S (13.24) -4%
20012500 s 350.96 s 377.41 s (26.45) -7%
2501-3000 S 418.59 S 458.24 S (39.65) 9%
30014000 s 553.84 s 630.81 s (76.97) -12%
4001-5000 $ 689.10 S 803.38 $(114.28) 14%

1111114
901-1000 S 130.33 S 102.72 $ 27.61 27%
14011500 $ 189.09 s 149.81 s 39.29 26%
19012000 s 247.86 s 196.89 s 50.97 26%
20012500 s 306.62 s 243.98 s 62.65 26%
2501-3000 s 365.38 s 291.06 s 74.32 26%
30014000 s 482.90 s 385.23 s 97.67 25%
40015000 s 600.43 s 479.40 s 121.03 25%
Note: This analysis focuses on the base rate Impact and does no

mechanisms since 2015.

Table 314 - Typical Bill Comparison - Transition from Energy Rate Plan to Demand Rate Plan

96

2o1a Rate
R3

Seleaed
kwh blodt Diff*erenoe

2015 Rate

FT-2

.Summer
9011000
14011500
19012000
20012500
25013000
30014000
40015000

137.71
208.87
271.32
330.28
385.76
498.45
576.26

123.76
177.30
230.84
284.37
337.91
444.99
552.07

11%

18%

18%

16%

14%

12%

4%

13.95
31.57
40.49
45.91
47.85
53.46
24.19

s
s
s
s
$
s
s

s
s
s
s
$
s
s

s
s
s
s
s
s
s

(2.52) 3%
(17.46) -11%
(20.99) 10%
(27.24) -11%
(35.66) -12%
(49.12) 12%
78.48 16%

impact and does
noes in the

99.81 s
160.05 s
207.66 s
255.54 s
303.14 s
398.63 s
494.12 s

the base rate
eroranycha
15.

Jdlinliif
9011000 s 97.29 s
14011500 s 142.59 $
19012000 s 186.67 s
20012500 s 228.30 s
25013000 s 267.48 s
30014000 s 349.51 s
4001S000 S 415.64 S
Note:This analysis focuses on
not contain the adjustor transl
adjustor mechanisms since 20

Customers with low energy consumption (less than 500 kwh per month) were moved to the RXS rate

tariff and were not expected to materially benefit from another rate plan. For moderate and large
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customers on basic rate plans, most would see lower than average bill increases, and in many cases would

see bills decrease on a demand tariff. While the introduction of a demand charge would change the billing

structure for those customers moving from basic energy rate plans, substantially lower per-kwh energy

charges and lower basic service charges would potentially offset the demand charge. The cost advantages

from these rate plans were higher as consumption increased.

The change from the basic rate tariffs to a time-of-use energy tariff had a mixed effect. In similar fashion

to customers previously on time-of-use rate plans, the elimination of the summer inclining block charge

led to projected reductions in the summer bills. However, the winter bills were estimated to increase

more than the 15.9% average due to higher per-kWh energy charges.

Adjustor Mechanisms

An APS residential customer's bill consists of two components: (1) the base rate, which is based on the

customer's corresponding rate schedule, and (2) the adjustor mechanisms, which are additional

Commission-approved charges. The adjustor mechanisms are designed to match, in a more timely

manner, the amount paid by customers for electricity with the actual costs to supply it. Some adjustor

mechanisms fund certain program costs (e.g. demand-side management and renewable energy).

FINDINGS

Although APS's 2018 base retail residential revenues were in line with 2015 estimates at an overall

level, the number of medium- and large-usage customers transitioning to demand rates did not

meet Company expectations. The comparison of typical bills shows that customers on demand

rates were expected to see smaller overall bill increases, and actual bill savings if converting from

a basic rate plan. As a result, should these customers continue on sub-optimal rate plans, APS

could see higherthan-anticipated revenues in future years.

2. The design of the Company's new rate plans may have incentivized demand rates over basic rates

and energy rates. Analysis of typical bills indicates that rate increases for basic (one-part) and

time-of-use energy (twopart) rate plans were higher than average, while demand (three-part)

rate plans had lower than average increases. Furthermore, customers who were moved by APS

onto a rate plan "most like" their previous rate plan were less likely to be on the most economical

rate plan.

3. $6.7 million of gross margin in 2018 was associated with higher than expected revenues due to

variances between the assumptions in the billing determinants utilized in the 2016 rate case and

actual 2018 billing determinants. 45

45Response to Discovery, Staff 2.11A Performance Report. Staff is requesting that APS update this figure.

Page I  42

ACC000043



RECOMMENDATIONS

1. Given the risk of variances in the distribution of customers on the various residential rate plans

from those assumed in the 2016 rate case, APS should prepare a metric to track the progress of

customer rate plan conversions as compared to the assumed rate case billing determinants.

2. APS should provide an update to the $6.7 million gross margin figure through May 2019

associated with the higher than projected revenues due to the variances between the

assumptions in the billing determinants utilized in the 2016 rate case and actual 2018 billing

determinants. APS should track and report, in this docket, to the Commissions, on a quarterly

basis the amount of gross margins associated with the higher than projected revenues due to the

variances between the assumptions in the billing determinants utilized in the 2016 rate case and

actual 2018 billing determinants.
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4.  RATE REVIEW

For this review, it is necessary to analyze the Company's financial results for the purpose of identifying

underlying reasons for performance as well as to make reasonable comparisons when reaching

conclusions regarding the extent of changes since the 2016 rate case. The rest of this section provides

these analyses.

In a full rate case proceeding, the Commission is required to establish rates that are just and reasonable.

In so doing, the Commission will consider a variety of factors and the financial condition of a company at

a point and time (the test-year). Some of the key components that would lead to an upward or downward

adjustment in a typical rate case are discussed below.

RATE BASE

The 2018 year-end original cost jurisdictional rate base submitted by the Company totaled

$7,876,152,000."6 This compares to the jurisdictional original cost rate base proposed by APS in the last

rate case of $6,771,151,000 for the 2015 calendar test year, which included proposed adjustments to

recognize post-test year plant additions through June 30, 2017. The $1.1 billion change in rate base is

almost exclusively due to the increase in net utility plant in service (gross plant less accumulated

depreciation), which increased from $9.092 billion in 2015 to $10.289 billion in 2018."

Gross Uti l i ty  Pl an t in Service

Gross jurisdictional utility plant in service increased from a projected $1S,436,960,000 in mid2017 to

$16,537,707,000 in late 2018 according to APS. The principal reason for this increase is the transfer of

costs from construction work in progress to utility plant in service, otherwise referred to as plant closings.

Focusing on the 17 months ended December 31, 2018 (August 1, 2017 - December 31, 2018), the most

significant projects closed into utility plant in service included:"°

$215.9 million associated with Four Corners Unit 4 permitting, engineering, and construction of

Selective Catalytic Reduction equipment,

$209.8 million associated with Four Corners Unit S permitting, engineering, and construction of

Selective Catalytic Reduction equipment, and

$92.2 million associated with a 500 kV line from Sun Valley to Morgan.

46 Response to prefiled Discovery Staff 1.1 (Schedule B1).
47 Response to prefiled Discovery, Staff 1.1 (Schedule B1) and Company rate filing in Docket Nos. E01345A-160036 and E
01345A160123 (Schedule B1).
48 Responses to Discovery, Staff 2.32 and Version 2 of Staff 2.34. Since Construction Work in Progress (CWIP) is not included in
rate base, transfers of dollars from CWIP to Utility Plant in Service (plant closings) are a primary reason that Utility Plant in
Service and correspondingly, rate base are increasing during this time period.
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These three projects make up 27.2 % of the total plant closings to utility plant in service ($1.903 billion) in

the seventeen months ending December 31, 2018.49 No other specific project closed by the Company

during this time period exceeded $23.9 million."

With respect to the first two plant closings listed above, as part of the settlement agreement that was

associated with the 2016 rate case, "the parties agree[d) that this Docket shall remain open for the sole

purpose of allowing APS to f ile a request that its rates be adjusted no later than January 1, 2019 to reflect

the proposed addition of Selective Catalytic Reduction ("SCR") equipment at Four Corners ...."51

On April 27, 2018, APS filed a request for an approval of an adjustment to recover the costs associated

with the Selective Catalytic Reduction equipment at Four Corners. While a hearing has been held on the

matter and an Administrative Law Judge recommendation has been released, no Commission decision

had been issued as of late April 2019.52

Capita/ Expenditures

These plant closings largely correspond with the capital expenditures that APS made in 2017 and 2018

(capital expenditures are classified initially as Construction Work in Progress and later transferred to

Utility Plant in Service). The following table identifies the projects with the highest capital spending in

2017 and 2018 along with a summary of other projects:

49 Response to Discovery Staff 2.32.
50 Two blanket work orders Pad-Mounted Underground Transformers 1541.9 million) and Asset Retirement Obligations (528.7
million), were slightly in excess of the $23.9 million.
st Decision No. 76295 in Docket Nos. E01345A160036 and E0134SA160123 p. 12 of 32.
52 Recommendation of AU Martin dated November 27 2018 in Docket Nos. E01345A160036 and E01345A160123 p. 8 and
email received from Commission Staff on April 24, 2019.
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Table 41 - Capital Expenditures 20172018

AFS
capital Expenditures

2017 . 2018
(in 000s)

Actual
s s sOCC07633

FBC90401

TAIMPSNVLMGN

FCC03864

NUCLEAR FUEL

EDES OVERHD99

RESIDENTIAL

Ocotillo Modernization Project
Four Comers Unit s SCR System
Sun Valley TS5Morgan TS9 S00
Four Comers Unit 4 SCR Sytem
Nuclear Fuel
Construction OverheadEngineering & Supervision
Service and Line ExtensionsResidential
Other

231258
76620
69629
68824
68,563
55,904
32337

737,623

104
(916)

1371
1,875

399
(7,766)
4,517

(3623

231362
75704
71000
70,699
68962
48,138
36,854

734000
s 1,340,758 : :$mzz.sI

OCCD7633

NUCLEAR FUEL

EDES OVERHD99

RESIDENTIAL

TRANSFORMER

Ocotillo Modernization Projerx
Nuclear Fuel
Construction OverheadEngineering & Supervision
Service and Line ExtensionsResidential
Transformers
Other

109.401
71440
61629
36,538
30721

893142

4378
423

(4,572)
(3765)
(2,826)
15509

s

113779
71863
57057
32,773
27,895

877633
1a1,oooz02,s11 s2018 sunaui

2017 and 2018 Total . .
Source: Su lemental Res onse to Discove , Staff 2.34.

Aside from the projects related to SCR equipment additions at the Four Corners power plant, APS devoted
extensive resources on the following:

Ocotillo Modernization Project - installation of five new simple-cycle gas turbines, which will add
510 MW of production;5'

Nuclear Fuel - refinement, conversion, enrichment, and fabrication of nuclear fuel materials into
assemblies and components,

Construction Overhead-Engineering 8¢ Supervision - costs incurred in the course of normal
business, but which cannot be directly assigned to a particular function or activity,
Service and Line Extensions-Residential - costs to provide new service or upgraded service to
residential customers; additions of new revenue,
Transformers - pre-capitalized cost of transformer purchases that are used for additions and
replacements in the distribution system;

Of the capital expenditures made in 2017 and 2018, a portion was subject to recovery through adjustor
mechanisms. $211,227,000 and $189,703,000 of capital spending on projects with actual or budgeted
spending of $2 million or more was recovered through the Transmission Cost Adjustor in 2017 and 2018,
respectively. This included the Sun Valley TS5Morgan TS9 500 project that is listed in the preceding table.

53 Parties to the settlement agreement in the last rate case were aware of the Ocotillo Modernization Project and took steps to
defer the costs of owning, operating, and maintaining this plant for possible future rate recovery (see Decision No. 76295 in
Docket Nos. E01345A160036 and E.01345A16-0123 p 13 of 32).
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Capital carrying costs associated with $24,457,000 and $13,859,000 of capital spending in 2017 and 2018,

respectively, was recovered through the Environmental Improvement Surcharge. Finally, $6,354,000 was

recovered in 2018 through the Renewable Energy Adjustment Charge."

As the preceding table demonstrates, capital spending in the past two years was limited largely to the

amounts budgeted by corporate management. For the two years ended December 31, 2018, capital

expenditures exceeded budget by a cumulative $25.9 million (1.0%).

Revenues and Expenses

APS's revenues have changed due to growth in the number of customers served, the ongoing migration

of  customers to alternative rate options, and the accompanying changes in customer usage patterns.

Typically, expenses include costs incurred to run the Company. For instance, this would include

operations and maintenance expenses and general and administrative expenses. According to the

Earnings Call, APS is actively managing its costs and identifying additional efficiencies and savings

throughout the organization, which may suggest a decrease in the level of recoverable operating

expenses. All of the Company's expenses will be audited in a full rate case.

Because the rate review information and data provided did not include pro forma adjustments, and

although jurisdictional financial data for 2018 was provided, no comparative information was provided

for previous years. However, considering all of the factors discussed herein all of this will be audited in a

rate case.

COST  OF CAPIT AL

The cost of capital used in the revenue requirement formula depicts the rate of return on rate base

required to recover the Company's weighted cost of long-term debt, cost of common equity, and cost of

preferred equity. The cost of equity in the 2016 APS rate case was determined to be 10%. However, it

should be noted that the cost of equity is typically one of the most controversial areas of focus in any rate

case because it changes over time and must be determined from a judgmental assessment of comparable

risk. The cost of debt and the cost of preferred equity are much less controversial and can be determined

from an assessment of company-specific data. Because the cost of capital is a weighted calculation of

changes in the cost of the individual components (debt, common, and preferred equity), it must be

evaluated as well as changes in the percent of each component within the Company's capital structure

mix.

The embedded cost of debt in the 2016 rate case was S.13%. According to APS, the new cost of debt as

of December 31, 2018 was lower at 4.73%." This represents a change in the actual cost of debt. This in

turn will affect the weighted cost of capital which is one element in an upward or downward adjustment

*" Obtained or derived from the Response to Discovery, Staff 6.4. ElS and REAC spending amounts were also limited to projects
that had actual or budgeted spending equal to or in excess of $2 million per year.
SS APS workpaper A3 p. 2 of 2.
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in a rate case. Now, according to APS, the embedded cost of debt is 4.19%.§6 The lower cost of debt will

need to be reflected in APS's next rate case.

The Decision provided for a 55.8% equity ratio. APS currently targets an equity ratio of 53.8% to 55.8%.57

The equity ratio as of December 31, 2018, was 54.69%. Cost of equity is more expensive leading to an

equity ratio which may reflect a downward movement. Howeyer, depending on the timing of when APS

files a new rate case and the proxy group, the results may change.

CUSTOMER GROW TH A NA L YSIS

|  . l . . . " l . "X / . 4  , . .  O . I . .

l

. . : . : :
. . . . .

.:>:::
. . . .

c

I
i n * 1

I

APS experienced consistent growth in its residential and

commercial customer bases between 2015 and 2018.

While growth in commercial customers has increased,

on average, 1% annually, residential accounts, which

comprise approximately 90% of APS's customer base,

have increased at a faster 1.7% annual rate since 2015.

Residential customer growth has increased at an even

faster pace over the past two years.'°"'A new rate case

filing would take this new growth into account.

ADJUSTOR MECHANISMS

Pursuant to the Decision, approximately $268 million of costs previously recovered through adjustor

mechanisms were transferred into base rates, and prospective tracking of two of the nine adjustors were

ended (Four Corners Rate Rider and Systems Benefit Adjustment). In addition, to base rates, which

account for a significant portion of the revenues collected by APS, the Company employs a number of

different adjustor mechanisms, as previously discussed. Some of these adjustor mechanisms are designed

to match in a more timely manner, the amount paid by customers for electricity with the actual costs to

supply it. Other adjustor mechanisms fund certain program costs (e.g. demand-side management and

renewable energy). In addition, in the future, the impact of the adjustor mechanisms on rates should be

thoroughly explained and quantified to customers.

FINDINGS

This report identifies several important changes since the 2016 rate case, all of which supports Staff's

recommendation of a new for a rate case sooner rather than later.

56 Response to Discovery Staff 4.12.
s7Response to Discovery, Staff 2.7.
58Based on Response to Discovery Staff 4.5 (APSAR00370) and APS FERC Form 1 Reports.
se In Pinnacle Wests News Release on 2019 firstquaner earnings, dated May 1 2019 it states "customer growth a solid 1.9
percent as Arizonas economy continues to expand".
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1. There have been significant differences from the Company's projected 2015 customer billing

determinants to the actual customer billing determinants occurring in 2018.

2. There has been noteworthy customer growth with APS stating that residential accounts have

increased at a 1.7% annual rate since 2015. Due to the increase in customer growth, this could

have led an increase in APS revenue for 2018 compared to 2017.

3. There has been a substantial investment in plant and infrastructure that may have increased the

Company's rate base.

4. The impact of pro forma adjustments in a rate case which could include weather normalization,

plant additions, interest synchronization, and normalization of income tax expense, etc. APS did

not include any pro forma adjustments in the 2018 actual data.

5. According to a recent Earnings Call, the Company is actively managing its costs, and identifying

additional efficiencies and savings throughout the organization.

6. According to APS, the current embedded cost of debt is 4.19%.°° This represents a decrease from

5.13% in the 2016 rate case.

7. Based on the current market conditions and interest rates as compared to 2016, there is a

possibility of changes to the cost of equity. In addition, according to APS, the new capital structure

target is an equity ratio between 53.8% to 55.8%.61

8. A 0.8% return on the fair value increment was approved in Decision No. 76295. However, there

is a desire by the Commission to reexamine this issue in the next rate case.

9. A review of all the adjustor mechanisms in a rate case, which may lead to potential modifications.

In addition to all of the above, there are additional rate elements that need to be considered in a rate case
such as: cash working capital, depreciation studies, cost of service studies, incentive compensation,
pension and OPEB costs, synchronizing of interest expense, among others.

RECOMMENDATIONS

1. Due to the changing factors, as discussed in this report, including investment in plant and

infrastructure that may have increased rate base, revenues and expenses, potential reduction in

operations and maintenance, possible changes to cost of capital, and customer growth and billing

determinants (modernized rates), which are some of the key components in the rate-making

60 Response to Discovery Staff 4.12.
Si Response to Discovery Staff 2.7.
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process, it is appropriate for APS to file a new rate case to reflect these changes. Therefore, it is
Staff's recommendation that APS be required to file a rate case no later than October 31, 2019,
utilizing a 12-month test-year period ending June 30, 2019. In doing so, the Commission, based
on its rate making authority will make the appropriate determination as to what constitutes just
and reasonable rates for APS rate payers, and stakeholders.
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How ard E. Lubow , President

Overland Consulting I 11ss1 Ash Street, Suite 21s | Leawood, KS 66211 I 913599-3323
hlubow@overlandconsulting.com

GENERAL

Mr. Lubow is President of Overland Consulting. He has more than 30 years of experience as a public
utility consultant. His consulting engagements have encompassed a broad spectrum of management,
finance, and regulatory issues for electric, gas, water, pipeline, and telephone utilities. Recent project
experience includes focused management audits, analysis of utility diversification and acquisition plans,
prudence studies, accounting systems design, cost-ofservice determination and allocation, utility
property valuation, rate of return determinations, and rate design issues. Mr. Lubow has testified in
more than 100 regulatory and civil litigation proceedings and has testified in approximately 20
jurisdictions through the country.

PROFESSIONAL WoRx HisToRv

1991- PresentOverland Consulting
President

Responsible for administrationand review of management auditing, regulatory consulting, and litigation
support services. Provide expert witness services in projects involving decision analysis, damages
assessment, ratemaking, valuation, and accounting.

1997- 1999

1990- 1991

Directed the IPO for this telecommunications switchless rebiller. The company implemented a national
marketing program, focusing primarily in the Midwest. After five years, the company was acquired for
approximately three times its IPO valuation.

1983 - 1990

Kansas Pipeline Company
Executive Vice President, Chief Operating and Financial Officer

Responsible for the day-to~day operations of this natural gas pipeline, as well as direct responsibilities
associated with the financial, accounting, and regulatory functions of the Company. Implemented a
reengineering and downsizing program that resulted in a major reduction in operating expenses.
Negotiated new gas supply and transportation contracts. Renegotiated credit lines on more favorable
terms. Responsible for the negotiation and acquisition of a natural gas marketing company. Developed
and implemented a management incentive program for senior executives. Developed due diligence and
presentation materials relied upon by potential buyers of Kansas Pipeline assets.

Arnerifax, Inc. (Americonnect)
Chief Executive Officer

LMSL, Inc.
President

Responsible for administration and review of regulatory services projects and research studies. Expert
witness in regulatory proceedings. Director of special projects including management audits, financing
feasibility studies, property acquisition and merger feasibility studies, and development of innovative
solutions to current regulatory issues.
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1976-1982Drees Dunn Lubow & Company

Managing Partner

Responsible for projects for utility clients. Responsibility included financial and managerial analysis of
public utility companies and the presentation of expert testimony before regulatory commissions.

1972-1976Troupe, Kehoe, Whi teoker & Kent

Senior Regulatory Consultant

Responsible for special services work for utility clients, including accounting systems design, cost~of-
service determination and allocation, budgeting, and rate designs. Performed fair value determinations,
developed cost analysis studies, curtailment requirements analysis, and forecasts of utility operations.

1968- 1972Kansas City Power & Light Company

Senior Accountant

Analyzed accounting and reporting procedures, taxes, and costs of operations. Assisted in the
preparation of Federal and State income tax returns and the Annual Report to stockholders. Assisted
with rate filings in Kansas and Missouri. Developed tax basis property accounting system.

PROFESSIONAL EXPERIENCE

Euscrnlc AND GAS

Project Director in a management and operations audit of New York New York State Electric & Gas
Corporation and Rochester Gas and Electric Corporation, both subsidiaries of Avangrid Networks,
the ultimate parent being lberdrola, S.A. headquartered in Madrid, Spain. The scope of the review
included corporate governance, finance, electric and gas planning, project and work management,
and customer service functions.

Project Director in a focused review of the general rate application of Southwest Gas Corporation,
on behalf of the Arizona Corporation Commission. The review addresses procurement activities,
depreciation studies, rate design and revenue decoupling, and a class cost of service study.

Project Director in the review of the proposed merger between Echelon Corporation and Pep co
Holdings, Inc., on behalf of the Maryland PSC. Appeared as the lead policy witness, addressing
financial, governance, and rate issues implicit in the merger review.

Engagement Director/project Manager in the review of a proposed merger between AltaGas Ltd.,
WGL Holdings, Inc., and Washington Gas Light Company on behalf of the Maryland PSC. Appeared
as a key witness, addressing holding company conditions, finance and corporate governance
matters, ring fencing policies, the merger impact on utility rates, adequacy of merger commitments,
deal terms, and impacts of capital expenditures on credit ratings, and financial integrity of the utility
post-acquisition.

Engagement Director in a comprehensive management and operations audit of Central Hudson, on
behalf of the New York State PSC. The audit includes a comprehensive assessment of the utility's
construction program planning processes and an evaluation of the efficiency of the utility's
operations with a focus on opportunities to improve performance.

Project Director in the review of the proposed merger between Exelon Corporation and Pep co
Hofdings, Inc., on behalf of the Delaware PSC. Prepared written testimony, addressing financial,
governance, and rate issues implicit in the merger review.
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Project Director in a focused audit of all major electric and gas utilities in the State of New York. The
audit addressed the reliability and comparability of operating metrics reported to the Commission
concerning electric reliability, gas safety, and customer service.

Project Manager in a management audit of South Jersey Gas Company and its parent, South Jersey
Industries. The audit addressed compliance with affiliate transaction rules, as well as all primary
functional areas of utility and corporate operations. Specifically addressed corporate governance,
finance, gas operations, gas safety, and gas procurement functions within the audit. Reviewed
implications of diversification on utility risk.

Project Director in a focused review of PG&E gas distribution gas safety and reliability financial
commitments and operations procedures. Considered the adequacy of financial commitments and
management practices, as well as consequences of resource restrictions on safety and reliability
metrics. Results were provided in a report filed with the CPUC on behalf of the Public Safety
Division.

Project Director in the review of the proposed merger between Exelon Constellation Energy on
behalf of the Maryland PSC. Appeared as the lead policy witness, addressing financial, governance,
and rate issues implicit in the merger review. Considered the implications of market power and
cost-benefit analyses in making recommendations concerning proposed settlement options.

Project Manager in a management audit of Connecticut Natural Gas and its parent, Iberdrola USA.
The audit scope included all significant functions of the company including a review of corporate
governance and executive management, accounting and finance, conservation activities, and
operations. A number of special topics were also addressed including: customer demand metering,
billing determinates, and billing procedures.

Project Director in the review of the proposed merger of FirstEnergy and Allegheny on behalf of the
Maryland PSC. Appeared as the lead policy witness, addressing financial, governance, and rate
issues implicit in the merger review. Proposed conditions necessary to comply with statutory
criteria. Provided a set of ring-fencing conditions appropriate to maintain financial and governance
policies necessary to protect Potomac Edison, the Maryland regulated utility under review.

Project Director in a focused review of PG&E practices associated with their gas transmission
system. This project arose from the San Bruno incident, which led to intense investigations at the
state and federal level. Overland was retained by the California PUC to audit the management
operations and financial commitments of PG&E necessary to assess the adequacy of resources
supporting gas safety policies and procedures. In this context, capital expenditures and operating
budgets were reviewed in relation to regulatory commitments reflected in customer rates over
time. Provided testimony on the financial capacity of PG&E to support capital investments needed
to upgrade gas safety and reliability across the transmission system, as well as to consider the
implications of potential fines under review by the CPUC.

Project Director in a focused audit of National Grid service and parent company charges to New York
jurisdictional utilities. The audit included a review of internal control procedures, as well as an in
depth review of transactions over a 20-month period, ultimately associated with jurisdictional cost-
of-service implications. The scope of charges considered in the audit exceeded $5.0 billion.
Overland sampled the total population of costs through direct and statistical analysis.

Project Director in the review of the proposed transaction between Constellation Energy and EDF
involving, among other things, the sale of a 50% interest in Constellation's nuclear facilities. Lead
witness on behalf of the Maryland Staff addressing various transaction issues including: impact on
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Baltimore Gas & Electric customers, corporate governance and financial implications, ring-fencing
measures, and cost-benefit analysis.

Project Manager of the management audit of Atlantic City Electric and its parent PHI Holdings. The
audit covered a detailed review of the corporate governance, strategic planning, executive
management, and finance functions. Other key areas of review included affiliate transactions,
generation and transmission planning, service quality, and system reliability.

Project Manager in the review of accounting and finance issues raised by Connecticut utilities in
connection with proceedings on long-term capacity measures. Addressed the implications of new
generation facilities and DSM projects on regulated electric utilities.

Directed and developed a two-day training seminar for the Kentucky Public Service Commission
addressing energy and telecommunications issues raised in rate filings, utility planning, and forecast
models required in considering the use of projected test year data.

Project Director for a multidisciplinary consulting team that reviewed the proposed Exelon/pSEG
merger on behalf of the New Jersey Board of Public Utilities. Also the primary expert witness in
areas of finance and regulatory policy, responsible for analysis of the merger's financial impacts, in
particular the impact on PSE&G, the New Jersey utility. Responsible for recommendations to insure
that if the merger is approved, the transaction price, terms, and conditions are fair and reasonable
in light of applicable standards for review, and that the New Jersey utility remains financially secure.

Sponsored the overall development of utility revenue requirements, jurisdictional, and class cost-of-
service studies and rate design issues in numerous electric, gas, water, and telecommunication cases
throughout the country.

Directed a comprehensive financial and regulatory base period audit of a large gas transmission and
distribution company in connection with implementation of an incentive regulation plan. Reviewed
savings resulting from force reductions of 1,200 employees and implementation of aggressive cost
reduction programs.

Project Manager in the review of long-term financial projections prepared by Midland Cogeneration
Venture Limited Partnership to be used in regulatory proceedings concerning proposed
modifications to a power purchase agreement. The engagement included the sensitivity testing of
major variables in the partnership's financial model.

Performed a financial and market feasibility study of a fiber optic network designed to provide
SCADA requirements for a large multi-state electric utility interested in selling capacity to
telecommunications carriers and high volume customers.

Conducted an analysis of the adequacy of depreciation rates for a large independent telephone
company located in Texas in order to assess the relationship of capital recovery in light of
technological obsolescence.

Supervised and directed a group of PSC Staff members in the review of a rate filing relying upon the
use of a projected test year.

Performed a study of a LDC's gas supply and transportation procurement practices in a
postOrder 636 operating environment, where the LDC's transportation and supply services
continued to be provided by affiliated companies. The parent reorganized its pipeline transmission
and gas supply services into a separate company, transferring jurisdiction from state regulators to
the FERC. Developed a model to quantify an optimal supply and transportation mix for state
rate making purposes.
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Performed a review of intrastate pipeline issues including the use of a straight fixedvariable cost
methodology, regulatory treatment of stranded costs, pipeline competition issues, and the merits of
a corporate restructuring and related effects on costofservice and changes in corporate
operations.

Developed a revenue requirement analysis of an intrastate gas transmission pipeline company
addressing issues including: proper recognition of net operating loss carryforwards for ratemaking
purposes, treatment of deferred start-up costs, application of criteria for consideration of
acquisition premium in rates, and the recognition and relationship of financial criteria in the rate-
setting process.

Directed a comprehensive review of the $850 million PG&E gas transmission pipeline expansion
project. This study included a review of regulatory considerations in recognizing construction and
operating costs in light of competition in the California pipeline markets and, based upon the
Commission intended allocation of risks among regulated customers, project shippers, and the
pipeline owner.

Reviewed electric and gas utility fuel procurement policies and procedures, organization, and
internal controls in various engagements. Developed recommendations resulting in significant
benefits to utilities under review.

Directed a review of gas procurement policies and procedures and addressed the impact of FERC
Order 636 for three Wyoming LDC's. This study addressed the relationship of gas pipeline and LDC
affiliate organizations associated with the gas supply and transportation functions and the impact of
the affiliated organizational structures on gas prices measured against other utilities in the region.

Reviewed gas supply issues including procurement policies, supply mix, affiliate transactions, and
contract provisions in the context of both costof-service and management review proceedings.
Provided policy analysis regarding considerations and benefits of increased gas supply and pipeline
competition.

Performed a detailed analysis and presented testimony regarding the relative economic benefits of
the operation of a LNG plant versus meeting seasonal peak demands through pipeline contract
commitments.

Reviewed impacts of FERC Order 636 on gas utility distribution companies including staffing and
other operating requirements, changes in gas procurement and storage policies, and effects on
marketing plans. Also reviewed various pipeline compliance filings, analyzing impacts on firm and
nonfirm customers.

Performed fuel audit investigations in several jurisdictions addressing such issues as economic
dispatch procedures, fuel acquisition policies, affiliated mine or pipeline operations, captive mine
development, and compliance with Commission rules and regulations. These studies included the
review of prices and returns produced from affiliated operations versus third-party options and
market prices available.

Participated in three FERC interstate pipeline rate proceedings addressing cost-of-service issues,
including appropriate classification and allocation methodologies. Also addressed construction
costs, overhead, and pipeline operations issues in a major oil pipeline docket.

Developed gas transportation pricing criteria and implementation guidelines in the development of
tariff service offerings for several gas LDC's.
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Developed numerous gas cost service studies and related rate design recommendations for local
distribution companies, as well as pipeline suppliers. Testimony regarding such studies was
presented before various state commissions, as well as the FERC.

Responsible for gas distribution company revenue requirements in over 25 cases addressing
accounting, cost allocation, operations, and rate design issues. These cases generally included an
analysis of gas production, gathering, and transmission systems owned by the LDC parent.

Developed a damages model for a gas utility in civil litigation arising from acquisition of a defective
distribution system caused by improper installation practices. Measured incremental construction
and operating costs associated with pipe replacement program.

Developed a risk analysis model used to associate the relationship between cost recovery and
changes in class consumption patterns for a gas distribution company.

Developed a quantitative model to estimate jurisdictional and class-peak consumption for
distribution gas companies.

Developed diversification guidelines for utilities in several jurisdictions. Addressed regulatory
concerns and limits that might be implemented to control contingent adverse consequences to
utility ratepayers.

Directed reviews of two major utility subsidiary gas intrastate pipeline systems, addressing cost-of
service, operating issues, and appropriate accounting for overheads and affiliated transactions from
regulated electric utility parent companies.

Responsible for the independent analysis of the feasibility and economics of consolidation of two
major electric utilities. The project focused primarily on the quantification of merger benefits
associated with consolidated operations. This in-depth 12-month study also included a detailed
review of the scope of services and basis of pricing such services among affiliates. The study
addressed a number of affiliate interest issues including: the basis of pricing and level of capacity
and/or energy supplied by affiliate versus third parties, the services provided by an affiliate "service"
company versus internal resources or purchases from third parties, and the consideration of
management resources devoted to non-utility functions and the basis of compensation for such
resource transfers.

Performed an oyewiew of regulatory considerations in the oversight of holding company formations
and operations. This project was conducted on behalf of a PUC to analyze issues associated with
holding company formations, utility diversification, and affiliated interest oversight and controls.
The four largest electric utilities in the state were included in the study. The final report covered
policy issues, as well as more detailed discussions of monitoring procedures and recommended filing
requirements.

Performed an overview of regulatory considerations in the oversight of holding company formations
and operations. This study addressed appropriate regulatory guidelines and oversight policies for
utility and non-utility operations.

Developed a financing plan and reorganization of corporate structure for an electric utility having
gas properties and a separate gas subsidiary. This project included preparation of SEC U-1 filings,
filings with regulatory agencies, and testimony to address the impact of the proposed financing and
reorganization on cost of capital and rates.

Reviewed American Electric Power System Agreement to assess the reasonableness of fuel and
purchased power costs incurred and allocated to its utility operating companies. The analysis also
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considered system dispatch and related fuel accounting issues associated with energy requirements
of regulated customers versus wholesale transactions.

Responsible for the development and implementation of phase-in plans utilized to defer initial costs
of new generation facilities. Developed assessment criteria and related models to assign capacity
from new plant additions between jurisdictional and non-regulated service.

Deyeloped and conducted a training program on the measurement of relative and absolute fuel
productivity measures in ranking utility's effectiveness in fuel procurement and generation system
operations.

Developed a framework for implementation of competitive pricing for an electric utility facing
higher costs due to nuclear plant additions. The analysis also encompassed an incentive rate
program designed to induce greater use of excess capacity, as well as to improve the utility load
factor.

Analyzed and implemented economic dispatch models used to evaluate the effects of changes in
generation capacity and fuel use.

Conducted several comprehensive nuclear management and prudence reviews addressing
construction, management, planning, and economics issues.

Directed a two-year study of the impacts on and options available to an electric utility due to the
abandonment of a nuclear plant near completion. Presented a workout plan to regulators. Study
involved a fiveyear forecast of financial results including construction expenditures and operating
costs.

Developed commercial operation date criteria and guidelines for nuclear power plants which were
supported by a national industry survey.

Developed a financial analysis of a major municipal utility facing an extended outage of its nuclear
power plant, with alternative pricing strategies, recognizing competitor pricing in adjacent service
areas. Developed multi-year cost-of-service and revenue requirements models and presented
results to the Utility Board.

Performed studies for municipalities to determine the feasibility of acquiring street lighting facilities
or, in the alternative, pricing options other than PSCregulated tariffs.

Conducted an industry survey of the effectiveness and relative benefits achieved from the use of
uniform filing requirements in utility rate applications. The findings were published and distributed
to the utility industry and regulatory commissions.

Developed class cost-of-sewice studies including identification of direct assignments and review of
distribution facilities, methodologies, and criteria for the allocation of generation and bulk power
facilities and risk differentials associated with various classes of service.

Project Director of a review of Kentucky current statutes, regulations, and policies governing
integrated resource planning. The project addressed recommendations necessary to mitigate
impediments to the development of appropriate demand-side management programs, energy
efficiency, renewables, and new generation technology options available within the state.

WA TER

Senior Auditor on two financial audits of a large Kansas City area water utility. Lead Consultant
working with this client on an engagement to develop an improved model to forecast water
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consumption. Provided consulting services to the client in the development of inverted rate design
structure.

Project Director in revenue requirement, cost-of-service, and rate design studies for a Kansas area
water utility. Responsible for the filing of two cases before the Kansas Corporation Commission.
Also advised this client on the going concern valuation of the utility, relied upon in a transaction for
the sale of the utility assets.

Developed a class cost-of~service analysis involving a St. Louis area water utility and submitted the
study in rate proceedings before the Missouri Public Service Commission.

Addressed tax issues impacting the revenue requirements of a large Indiana water company before
the Indiana Utility Regulatory Commission.

Developed rate filings on behalf of several water companies within the state of Missouri.
Responsible for revenue requirement, cost-of-service, and rate design evidence in two applications
on behalf of this client.

Project Manager of a regulatory audit of California American Water Company's general office
activities and costs, including unregulated activities, cost allocations, and affiliate transactions.

Project Manager in a rate design analysis of Cal Am Water Phase 2 Rate proceedings. Addressed
appropriate rate design considerations in a market area highly constrained by available supply.
Proposed use of inverted rates and other conservation mechanisms to address limited supply
conditions. Reviewed price elasticity implications on usage, metering options for irrigation
customers, cost-of-sewice analysis, and pricing of service charge component of customer tariffs.

VALUATION

Performed a valuation analysis on behalf of an investor group for the construction and operation of
a high-capacity fiber network between Seattle and Vancouver, designed to serve large commercial
companies and telecommunications providers. Provided due diligence analysis of market demand
and pricing assumptions, competition, and anticipated construction and operation costs.

Performed a valuation study regarding two natural gas distribution affiliates in the Midwest, whose
electric utility parent was seeking offers for a sale of the assets and related securities. Developed
analysis of the impact of regulation on property values.

Conducted a feasibility study regarding the sale of a utility power plant used to provide steam heat
and process steam to commercial customers through a downtown area distribution system. The
feasibility study addressed energy alternatives and pricing options, cogeneration, and a financial and
operating forecast assuming alternative case scenarios based upon various potential ownership
structures.

Performed a valuation analysis of an electric utility in the southwest on behalf of a private investor
group interested in making a tender offer for the shareholder interests of this public company. Also
participated in presentations to investment bankers and commercial banks who were to fund the
acquisition.

Performed a valuation analysis of a gas transmission company used to evaluate offers for the
company. Developed due diligence and information materials provided to interested parties.
Participated in presentations to interested parties with investment bankers.
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Developed a valuation analysis used in litigation proceedings to support the reasonableness of the
acquisition price for a rural electric company acquired by an investor-owned electric utility
company.

Developed and applied a model for the determination of the value of helium extracted from natural
gas relied upon in litigation cases in federal courts in Oklahoma and Kansas. Analysis required the
determination of extraction costs at plants involving four major pipeline systems in the Midwest.
Developed studies of construction and operating costs associated with helium extraction plants, as
well as the analysis of incremental costs and revenues related in by~produd liquid extractions.

Performed an analysis of the value of longterm gas transportation contracts relied upon in civil
litigation and by regulators. The studies included the development of construction cost and
operations estimates, as well as discount rates to be employed.

Performed a reproduction cost study for a cable television company located in the west. As part of
the project, developed a continuing property records system. The company used the results in the
negotiation of the sale of its assets.

Developed a valuation analysis of nuclear facilities which included a detailed study of assets, and
their costs, required for environmental protection as defined by state statutes and federal
regulations. The study was relied upon in determining the proper classification and valuation of
nuclear assets for property tax purposes.

On behalf of a state department of revenue, developed a review of property tax rules and
definitions as applied to telephone, cellular, and cable companies. The study included a national
survey of valuation practices relied upon by each state department of revenue.

Developed appraisals relied upon in property tax cases involving telecommunications properties
where subject sales were involved within two years of the date of property assessment.

Prepared appraisals of two investor-owned utilities on behalf of the Iowa Department of Revenue.
The appraisals included a subject sale analysis and a review of economic obsolescence.

Assisted an electric G&T coop in valuation and due diligence analysis of electric and gas properties
offered for sale by a large independent telephone company.

Represented a member of a consortium formed to build a satellite network for cellular services with
commercial applications throughout the United States. Developed a valuation analysis and business
plan used in a private placement for equity financing. Acted as a coinvestment advisor with a large
Wall Street firm in providing these services and making presentations to potential investors.

Developed appraisals of telecommunications properties for property tax purposes using standard
valuation methods. Presented studies in administrative and civil proceedings. Developed cost of
capital analysis based upon applications of the DCF and CAPM models.

Prepared appraisals for a natural gas transmission company in appeals of property tax assessments
in administrative proceedings in Kansas and Oklahoma.

Developed appraisals of two Class I railroad companies in contested property tax valuation in civil
proceedings in New York. Valuation studies included the review of the cost method based on
RCNLD.

Developed a manual for "Alternative Valuation Procedures" on behalf of the Virginia State
Corporation Commission - Public Service Taxation Division in a state that otherwise relies on the
cost method.
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Developed a business plan and other financial advisory services to the National Homebuilders
Association joint venture subsidiary, "Smarthouse," in connection with securities offerings.

Developed a complete appraisal of a cogeneration facility on behalf of the Virginia State Corporation
Commission - Public Service Taxation Division. The study included "Subject Sale" and "Comparable
Company" analyses, as well as a review of capacity and energy forecast prices in the PJM market
area.

Prepared a complete appraisal of CSX Railroad operating property on behalf of the Florida
Department of Revenue.

Prepared a complete appraisal of Qwest Corporation on behalf of the lowa Department of Revenue.
The appraisals included "Subject Sale" and "Comparable Company" market analyses.

Developed a complete appraisal of the Dickerson Electric Generation Plant located in Dickerson,
Maryland, on behalf of the Maryland State Department of Assessments and Taxation and
Montgomery County, Maryland. The plant was comprised of three coal and three gas units with a
total capacity of approximately 900 Mw. The ultimate owner of these facilities was Mirant
Corporation, now known as GenOn Energy.

Retained by the Virginia Public Service Taxation Division to perform a valuation of the Portsmouth
Genco and James River Genco, both coal-fired generation units. The units were owned and
operated by Cogentrix Energy, whose ultimate owner was the Carlyle Group.

TELECOMMUNICA TIONS

Developed and directed a three~day nationally attended conference entitled, "Competitive
Strategies in the Local Exchange Marketplace."

Directed audits of RBOCs regarding compliance with regulatory accounting requirements,
procedures to allocate costs between regulated and non-regulated activities, policies and rules for
pricing transactions among affiliates, and monitoring reports filed with regulators.

Conducted a review of depreciation rates for local exchange telecommunications property of the
central division of a national carrier.

Directed a comprehensive review of the operation of a RBOC telecommunications incentive plan,
based upon a revenue sharing mechanism, over a three-year period. The study reviewed quality of
service measures, capital expansion programs, workforce reductions, and other major elements of
operating expense for the review period. Provided policy options regarding modifications to the
incentive plan for prospective consideration.

Developed a business plan and other related materials for a telecommunications reseller in its initial
public offering. Provided ongoing financial and regulatory services, including development of all SEC
filings.

Directed an analysis of switching and other LEC facilities required and costs of providing inter-
exchange services to an alternative service provider in the Phoenix, AZ, area.

INCOME TAX

Expert witness in numerous regulatory proceedings addressing the proper recognition of investment
tax credits and accelerated depreciation for accounting and ratemaking purposes. Provided
guidance on intent of IRS regulations in use of tax benefits in the rate-setting process. Such
testimony was provided in a number ofjurisdidions including: Arizona, Oklahoma, Missouri,
Indiana, Kansas, and Mississippi.
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Addressed the implications of utility net operating loss carryforwards for GAAP and ratemaking
purposes before the Kansas Corporation Commission and the FERC.

Provided expert analysis and testimony on the proper recognition of tax benefits arising from
participation of subsidiary utilities in consolidated tax returns that include regulated and
unregulated affiliates.

Expert witness testimony and analysis of tax timing differences arising from utility operations as
considered for income tax, accounting, and rate making purposes. Provided an assessment of proper
application of normalization or flowthrough of tax timing differences for accounting and rate making
purposes. These issues were addressed in over 20 cases in various jurisdictions throughout the U.S.

EDUCATION AND PROFESSIONAL CERTIFICATION

University of Missouri - Kansas City, Kansas City, MO
Bachelor of Business Administration - Accounting, Economics Minor, May 1968.

University of Missouri - Kansas City,Kansas City, MO
Graduate studies in quantitative and systems analysis, 1968 - 1970.

PUBLICATIONS AND PRESENTATIONS

Utility Merger Review - Training Workshop for Regulators and Consumer Stakeholder
Representatives. An advanced course discussion of utility M&A technical and policy issues.
Presented to Regulators and Staff in Dover, DE, and Trenton, NJ, May 2015.

Systematic Ring Fencing: A Quantitative Approach to Balancing the Interests of Utilities and
Regulation. Presented at the NARUC Accounting 8¢ Finance Spring Meeting, Jacksonville, FL,
March 2014.

CPUC Knowledge Transfer Workshop - Executive Summary. A presentation for senior staff and
policy makers, February 2014.

California Public Utilities Commission Staff Workshop. An overview of management, financial, and
regulatory considerations associated with the PG&E San Bruno incident, November 2013.

How to Build a Fence (and When); Ryan Pfaff and Leslie Rom ire, co-authors. Public Utilities
Fortnightly, October 2013.

Constellation/EDF Nuclear Joint Venture: Regulatory Issues and Subsequent Resolutions.
Ryan Pfaff, co-author. Published in the Electricity Journal, March 2010. Also presented at the
Western States Association of Tax Administrators Annual Meeting, February 2010.

Rating Agencies - Current Methods Employed and Recognition of imputed Debt. WSATA Unitary
Appraisal School, Advanced Class, Logan, UT, January 2008.

Accounting Pronouncements impacting Financial Reporting Associated with Utility Purchase Power
Agreements. WSATA Unitary Appraisal School, Advanced Class, Logan, UT, January 2008.

Accounting and Finance Issues Associated with Contracts for Duyerences - Generation/DSM Projects.
Gregory Oetting, co-presenter. Connecticut Department of Public Utility Control, September 2007.

Overview of FIN 46(R), SFAS No. 133, and SFAS No. 71. Gregory Oetting, co-presenter. Connecticut

Department of  Public Utility Control, May 2007.
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The Yield Capitalization Method - Application issues. WSATA Unitary Appraisal School, Advanced
Class, Logan, UT, January 2007.

Blue Chip Method Overview. 21*' Conference of Unit Value States, Memphis, TN, October 2004.

Appraisers Find Help in Recent Accounting Rules. Gregory Oetting, co-author. Fair & Equitable,
August 2003 .

Impact of Deregulation and Competition On Property Tox Valuation Within the Utility industry.
Western States Association of Tax Administrators, Austin, TX, September 1995.

Considerations Associated with the Review of Rate Applications Based Upon Projected Test Periods.
A two-day training seminar conducted on behalf of the Kentucky Public Service Commission,
December 1992.

Competitive Strategies in the Local Exchange Marketplace. A threeday telecommunications
conference sponsored by Overland Consulting and the University of Missouri - Kansas City,
September 1991.

Fromeworkfor a Competitive Strategy. Southeastern Regional Public Utilities Conference,
Atlanta, GA, September 1988.

Regulatory Considerations Inherent in Assessing Utility Culpability. Richard Ganulin, co-author.
Public Utilities Fortnightly, 1987.

On the South Texas Project and Other Cases. Published in The Advisory, March 1987.

Regulatory Implications Associated with the Prudence Audit Process. NARUC Biennial Regulatory
Information Conference, September 1986.

Presentation to the FinancialReview of The Proposed Amendment to FAS8 Statement No. 71 .
Accounting Standards Board, June 1986.

Rate Moderation Plan Considerations. Presented at the Public Utilities Accounting and Ratemaking
Conference, sponsored by the Texas Society of CPAs, April 1985.

Regulatory and Accounting Implications of Phase-in Plans. Presented at the NARUC Biennial
Regulatory Information Conference with Gary Harpster, co-presenter, September 1984.

The Use of Uniform Filing Requirements by State Regulatory Commissions - An industry Survey.
May 1980.
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Gregory S. Oetting,CPA, Director9
Overland Consulting |  11551 Ash Street, Suite 215 I Lea wood, KS 66211 I 9135993323

goetting@overlandconsulting.com

GENERAL

Regulatory consultant to the electric, gas, water, and telecommunications industries, Mr. Oetting has
experience in financial and regulatory reviews, management audits, and valuations. His regulatory and
management audit experience includes reviews of cost allocation methodologies, compliance with
competitive service standards, and internal controls. Mr. Oetting has also been involved in the valuation
of several utilities and railroads in which industry cost of capital was analyzed. Mr. Oetting has over
20 years of regulated industries consulting experience, three years of experience as an auditor in a
national CPA firm, and three years of experience as a controller of an interstate natural gas pipeline.

PROFESSIONAL WORK HISTORY

2000 - Presen tOverland Consulting

Director

Direct energy and telecommunications industry consulting projects on behalf of public utilities
commissions, other government agencies, and industry participants.

1997-2000Midcoost energy Resources, Inc., Kansas Pipel ine Operating Company

Controller

1995-1997

Supervised the accounting and cash management functions of an interstate natural gas pipeline
company.

Overland Consulting

Senior Consultant

Participated in energy and telecommunications industry consulting projects on behalf of companies,
public utilities commissions, and other government agencies.

Various 1990- 1995

1987- 1990

Served as special projects accountant and supervisor of accounting for various companies in private
industry.

Ar thur Andersen & Company

Senior Accountant

Planned, supervised, administered, and reported on audits and other engagements in a variety of
industries including utilities. Experienced in the evaluation of internal controls.

PROFESSIONAL EXPERIENCE

Euscrmc, GAS, WATER, AND TELECOMMUNICA TIONS

Lead Consultant in a review of Public Service Electric & Gas Company's base rate case filing on
behalf of the New Jersey Board of Public Utilities. Responsible for reviewing the company's
incentive compensation proposal as well as other revenue requirement issues. 2018
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Lead Consultant in a comprehensive management audit of New York State Electric and Gas
Corporation and Rochester Gas and Electric Corporation, on behalf of the New York State PSC.
Responsible for analyzing the utilities' performance management, budgeting, and procurement
activities. Also reviewed the implications of the utilities' recent IT system conversion. 2017 -
Present.

Lead Consultant in a comprehensive management and operations audit of Central Hudson, on
behalf of the New York State PSC. Responsible for analyzing the utility's performance management
activities as well as those related to project and work management. 2016 -2017.

Lead Consultant in a focused review of the general rate application of Southwest Gas Corporation,
on behalf of the Arizona Corporation Commission. Responsible for a review of gas procurement.
2016 - 2017.

Lead Consultant in the evaluation of the acquisition of Pep co Holdings, Inc., by Exelon Corporation.
This work was performed for the Staff of the Maryland Public Service Commission. Analyzed merger
accounting and tax matters associated with the transaction. 2014 - 2015.

•

. Technical Manager in the focused audit of PG&E capital and operations expenditures related to the
company's gas distribution system. This work was performed for the California Public Utilities
Commission. 2012 - 2013.

. Technical Manager in the management audit of South Jersey Gas Company for the New Jersey Board
of Public Utilities. Responsible for analyzing executive management and corporate governance
matters. 2012 - 2013.

.

Technical Manager in the review of the proposed merger between Constellation Energy Group and
Echelon Corporation. This work was performed for the Staff of the Maryland Public Seryice
Commission. Provided testimony on several subject matters, including the treatment of transaction
costs related to the merger, financial and operational profiles of the applicants, and taxes. 2011.

Lead Consultant in the evaluation of the acquisition of Allegheny Energy Inc. by First Energy Corp.
This work was done for the Staff of the Maryland Public Service Commission. Analyzed merger
accounting and tax matters associated with the transaction as well as certain other areas relevant to
the public interest criteria. 2010.

.

Technical Manager in a focused audit of all major electric and gas utilities in the state of New York.
Responsible for analyzing the reliability and comparability of gas safety performance metrics
reported to the New York Public Service Commission. 2014 - 2015.

Technical Manager in the investigation of National Grid affiliate cost allocations, policies, and
procedures. This work was performed for the New York Public Service Commission. 2011 - 2012.

Technical Manager in the management audit of Public Service Electric 8¢ Gas Company for the New
Jersey Board of Public Utilities. Responsible for analyzing executive management and corporate
governance matters, customer service, accounting, cash management, and finance. 2009 - 2011.

• Technical Manager in the diagnostic management audit of Connecticut Natural Gas Corporation for
the Connecticut Department of Public Utility Control. Areas of responsibility included finance,
accounting and internal controls, executive compensation, system design, planning, and
construction. 2009 - 2010.
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Lead Consultant in the review of the impact on Baltimore Gas and Electric Company of the proposed
transaction of its parent, Constellation Energy Group, with EDF. This transaction involved the sale of
a 50% interest in Constellation's nuclear facilities. This work was performed on behalf of the Staff of
the Maryland Public Service Commission. Provided testimony on subject matters relevant to the
public interest criteria, including costs associated with the transaction, credit ratings, cost of capital,
and liquidity. 2009.

. Technical Manager in the management audit of Atlantic City Electric Company for the New Jersey
Board of Public Utilities. Analyzed various matters including accounting and property records, cash
management, financing, customer service, and support services. 2008 - 2009.

Participated in the regulatory audit of California American Water Company's general office activities
and costs, including unregulated activities, cost allocations, and affiliate transactions. 2008.

Participated in the review of long-term financial projections prepared by Midland Cogeneration
Venture Limited Partnership to be used in regulatory proceedings concerning proposed
modifications to a power purchase agreement. The engagement included the sensitivity testing of
major variables in the partnership's financial model. 2008.

Participated in the review of Kentucky current statutes, regulations, and policies governing
integrated resource planning. The project addressed recommendations necessary to mitigate
impediments to the development of appropriate demand-side management programs, energy
efficiency, renewables, and new generation technology options available within the state. 2008.

. Technical Manager in the review of the General Rate Case Applications of San Diego Gas & Electric
Company and Southern California Gas Company on behalf of the Utility Consumers' Action Network.
Analyzed the shared utility services of both companies. 2007.

Technical Manager in the review of accounting issues raised by Connecticut utilities in connection
with proceedings on longterm capacity measures. 2007.

. Technical Manager in the regulatory audit of Verizon California. Analyzed the financial reporting of
the Company in accordance with California Public Utilities Commission rules and requirements.
2006 -. 2007.

. Technical Manager in the review of the Public Service Enterprise Group/Exelon Corporation merger
petition on behalf of the New Jersey Board of Public Utilities. Analyzed the financial impacts of the
merger, in particular the proposed money pool arrangement between affiliates. 2005 - 2006.

. Technical Manager in the regulatory audit of South Jersey Gas Company. Analyzed the allocation of
costs between South Jersey Gas Company and affiliates and compliance with competitive service
standards of the New Jersey Board of Public Utilities. 2002 - 2003.

Technical Manager in the regulatory audit of Pacific Bell. Analyzed the allocation of costs from
affiliates to Pacific Bell in accordance with California Public Utilities Commission rules and
requirements. 2001 - 2002.

Controller of a Midwest-based interstate pipeline. Responsible for all financial reporting ranging
from monthly to annual financial statements and detailed regulatory reports filed with pipeline
regulatory bodies. Position involved extensive analysis and evaluation of all financial transactions as
well as supervision of accounting department staff. Assisted in the preparation of a rate case filing
before the Federal Energy Regulatory Commission. Assisted in valuations related to the potential
purchase or sale of utility assets. 1997 -2000.
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Participated in the focused management audit of Harrison County Rural Electric Cooperative
Corporation. 1997.

Participated in Overland's audit of the Southern California Gas Company's performance based
management (PBR) incentive rate plan application. 1995 - 1996.

Participated in the determination of gas pipeline utility cost of service in Overland's rate case audit
of the Kansas Pipeline Operating Company. 1995.

Participated in the planning, administration, and financial reporting of the first-time-through audit
related to United Cities Gas Company's acquisition of Union Gas Company. 1990.

Participated in the audit of St. Joseph Light & Power Company for three years. Responsibilities
included the planning, supervision, and reporting of numerous engagements (100. and 10K). 1987 -
1990.

Participated in the audit of Raytown Water Company for three years. Responsibilities included the
planning, supervision, and financial reporting of the annual audit. 1987- 1990.

VALUA TION

.

.

Technical Manager for an independent valuation of the Wheelabrator Portsmouth waste-to-energy
facility. This valuation is being developed for use in a property tax appeal proceeding in the
Commonwealth of Virginia. 2018
Technical Manager for an independent valuation of the Dickerson Plant located in Montgomery
County, MD. This valuation was developed for use in a property tax appeal proceeding in the State
of Maryland. 2013 .. 2014.

. Technical Manager for an independent valuation of the telecommunications personal property of
Verizon Virginia and Verizon South. This valuation was developed for use in a property tax appeal
proceeding in the Commonwealth of Virginia. 2010- 2011.

• Technical Manager for an independent valuation of the operating property of Qwest Corporation.
This valuation was used in settlement negotiations related to a property tax appeal in the State of
Iowa. 2006.

. Technical Manager in the development of alternative valuation procedures under consideration for
use in utility assessments in Virginia. 2005.

. Technical Manager for an independent appraisal of the Hopewell Cogeneration Facility. This
valuation was used in a property tax appeal in the Commonwealth of Virginia. 2004 - 2005.

. Technical Manager for an independent appraisal of CSX Corporation's railroad operating property.
This valuation was utilized in settlement negotiations related to a property tax appeal in the State of
Florida. 2004.

Technical Manager for an independent utility valuation of Interstate Power Company's operating
property. This valuation was utilized in settlement negotiations concerning a property tax appeal
before the Iowa State Board of Tax Review. The valuation included a subject sale analysis as well as
other generally recognized valuation approaches. 2002 - 2003.

. Assisted in the development of appraisals of two Class I railroad companies in contested property
tax proceedings in New York. 2002.

Performed a utility valuation appraisal relied upon in determining the market value of Citizens
Utilities Company's Arizona Telephone Operations for property tax purposes. The appraisal
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incorporated applications of the stock and debt method, direct and yield capitalization methods,
and analysis of market transactions. 1995.

EDUCATION AND PROFESSIONAL CERTIFICATION

University o f Kansas, Lawrence, KS

Bachelor of Science - Accounting and Business Administration, May 1987.

Certif ied Public Accountant Certif icates in Kansas and Missouri

Kansas CPA Certificate #1718

PROFESSIONAL AFFILIATIONS

. The American Institute of Certified Public Accountants

PUBLICATIONS AND PRESENTATIONS

California Public Utilities Commission Staff Workshop. An overview of management, financial, and
regulatory considerations associated with the PG&E San Bruno incident, November 2013.

Accounting and Finance Issues Associated with Contracts for Differences - Generation/DSM Projects.

Howard Lubow, co-presenter. Connecticut Department of Public Utility Control, September 2007.

Overview ofF lf 46(R), SFAS No. 133, and SFAS No. 71. Howard Lubow, co-presenter. Connecticut

Department of Public Utility Control, May 2007.

Appraisers Find Help in Recent Accounting Rules. Howard Lubow, co-author. Fair & Equitable,

August 2003.
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'11 Robert F. Welchlin, Directorlg'i Overland Consulting I 11551 Ash Street, Suite 215 I Lea wood, KS 66211 I 9135993323

rwelchlin@overlandconsulting.com

GENERAL

Regulatory consultant to the telecommunications, cable, electric, and gas industries. Mr. Welchlin

manages operational, f inancial and regulatory audits, reviews of rate f ilings and cost studies in the

energy utility, telecommunications, and cable industries. He has 35 years of regulated industries

experience.

PROFESSIONAL WORK HisToRv

1996 - PresentOver land Consulting

Director

Plan, supervise, and perform telecommunications and energy industry consulting projects, including

audits, on behalf  of public utility commissions and other government agencies.

KPMG Peat Manivick LLP 1993 - 1996
Senior Manager

Information, communications, and entertainment lines of business. Developed and managed cable TV

and telecommunications and industry consulting engagements.

1987- 1993

1984 - 1986

LMSL, Inc.

Manager

Conducted audits of energy and telecommunications companies and sponsored testimony in regulatory
proceedings. (LMSL is a predecessor firm of Overland Consulting.)

Public Uti l i ty Commission of Texas

Senior Staff Accountant

Reviewed electric, telephone, and water utility rate and regulatory filings and sponsored cost-of-service
testimony in rate hearings.

1980 - 1983Ill inois Power Company

5enior Internal Auditor

Planned, directed, and performed operational and financial audits of the company's headquarters
departments, power stations, and service offices. Prepared the annual department operating plan and
drafted the report to the Audit Committee of the Board of Directors for approval by the Director of
Internal Auditing. Coordinated work with external auditors.

PROFESSIONAL EXPERIENCE

ELECTRIC AND GAS

Technical Manager in a management audit of aff iliate transactions and cost allocations of Avangrid's

Inc's New York utilities, New York State Electric and Gas (NYSEG) and Rochester Gas and Electric

(RG&E). Analyzed compliance with New York's Affiliate Standards for both utilities. Reviewed
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corporate cost allocations from the utilities' global parent (lberdrola) through Avangrid to the
utilities and from Avangrid's service companies to the utilities, including the distribution of costs
among Iberdrola's countrybased companies (to Avangrid) and between Avangrid's regulated utility
and unregulated (renewable energy) business segments. Also sewed as Technical Manager in a
management review of NYSEG'sand RG&E's customer service operations and a review of the
utilities' compliance with New York state customer service rules (the Home Energy Fair Practices Act,
or HEFPA) 2017 and 2018

• Technical Manager in review of the impact of AltaGas Ltd's (Alberta, Canada) proposed acquisition
of WGL Holdings, Inc. (WGL). Responsible for review of the potential impact of proposed acquisition
accounting, income tax issues, merger transaction and transition costs and AItaGas-proposed
allocations of its corporate costs to WGL's utility, Washington Gas Light (Wash. D.C.). Responsible
for analysis of the potential for realizing synergy savings as asserted by the Applicants and the likely
impact of accounting, corporate cost allocations, merger costs and savings on the Washington Gas
customers. Submitted testimony and participated in the merger hearing before the Maryland Public
Service Commission. The work was performed for the Staff of the Maryland PSC. 2017

. Technical Manager in a management audit of Central Hudson Gas & Electric performed on behalf of
the New York Department of Public Service. Managed the audit component that included the
Customer Service function and the Company's compliance with the Home Energy Fair Practices Act
and related rules for commercial customers. 2016 - 2017.

Lead Consultant in the evaluation of the acquisition of Pep co Holdings, inc, by Exelon Corporation.
Conducted a detailed review of Exelon's merger savings and merger costs to achieve on behalf of
the Staffs of the Maryland and Delaware Public Service Commissions. Developed testimony on
behalf of the Public Service Commission Staff in each state concerning the net savings attributable
to Maryland and Delaware. 2014 - 2015.

Project Technical Manager in a regulatory and management audit of the affiliate transactions,
management, and operations of South Jersey Gas Company. Responsible for accounting procedures
and costs charged to the regulated gas company from the parent and service companies,
transactions with affiliate South Jersey Energy Solutions and its subsidiaries, and operational and
management reviews of various support services (supply chain, fleet management, facilities
management), customer service operations, construction contractor management, and excavation
damage prevention. 2012 - 2013.

Project Manager for an analysis of the Wexpro I and II agreements and an audit of expenses charged
to Questar Gas for 2005 to 2014. The audit included an in-depth review of costing procedures
attributed to the Operator Service Fee and recognition of capital additions considered under the
agreements. This engagement was performed for the Utah Division of Public Utilities. 2015 - 2017

Project Manager in a focused audit of the data supporting operational metrics submitted to the New
York Department of Public Service by all nine large investor-owned electric and gas utilities in the
state of New York in the areas of gas safety, electric reliability and customer service. Technical
Manager in charge of the audit of the audits of customer service metrics for nine utilities. Audit
objectives included determination of the accuracy, completeness, and comparability of data
submitted by the utilities to the NYSDPS. 2014 - 2015.

Project Manager in the investigation of National Grid affiliate cost allocations, policies, and
procedures. The audit included a review of accounting procedures and internals governing service
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company transactions, an analysis of service company cost allocation procedures, and a regulatory
audit of the costs charged by the service companies to National Grid's New York distribution utilities
(Niagara Mohawk, KeySpan Energy Delivery New York, and KeySpan Energy Delivery Long Island,
Massachusetts Electric, Boston Gas and others). It also included a detailed analysis of sampled and
targeted transactions between the service companies and the New York utilities over a 20month
period. The work was performed for the New York Public Service Commission. 2011 - 2012.

.

Project Lead in charge of the evaluation of the acquisition of Allegheny Energy Inc. by First Energy
Corp., including the merger synergies and likely impacts of the merger on Potomac Electric Maryland
service company cost distributions. This work was done for the Staff of the Maryland Public Service
Commission. Calculated discounted cash flow value of net regulated synergies attributable to
Potomac Maryland customers. Recommended post-merger review of the impact of allocation
procedures on regulated Maryland utility operations. 2010.

Technical Manager in the diagnostic management audit of Connecticut Natural Gas Corporation for
the Connecticut Department of Public Utility Control. Areas of responsibility included transactions
with and services exchanged with Southern Connecticut Gas, Energy East, and other affiliates,
human resources (staffing, compensation, labor relations, and performance appraisal processes),
customer service and call center operations, dispatch, field operations and appliance services, meter
operations, distribution sales and marketing, supply chain management, fleet operations, facilities
management, security andexternal relations. 2009 - 2010.

Lead Consultant in the review and preparation of testimony concerning the potential impact of the
proposed Constellation Energy Group/Electricité de France Nuclear Power Joint Venture. 2009.

•

. Assisted the New Jersey Board of Public Utilities in review of the proposed merger of Exelon
(Commonwealth Edison, Pennsylvania Energy) with PSEG (Public Service Electric & Gas).
Responsible for the review of the impact of combining the two holding companies' service
companies (the companies that provide managerial, technical, and administrative services to
associated companies) on the New Jersey Genco and utility. 2005 - 2006.

Project Manager for a review of the costs of Sempra Energy's holding company. The review,
conducted on behalf of the Utility Consumer Action Network (UCAN), was a part of the review of
Sempra Energy's rate application with the California Public Utilities Commission (A.0212-027 and
A.02-12-028). Performed a similar review in the subsequent rate applications of subsidiaries, San
Diego Gas & Electric Company and Southern California Gas Company (A.0612-009 and
A.0612-010). 2003 and 2007, respectively.

Technical Manager in the management audit of Atlantic City Electric Company for the New Jersey
Board of Public Utilities. Areas of responsibility included allocations of corporate and shared utility
costs, transactions with affiliates, compliance with New Jersey's Electric Discount and Energy
Competition Act (EDECA), and the management of various functions, including information
technology, fleet, stores and supply chain, security, facilities, real estate, and records management.
2008 - 2009.

Project Manager for audits of the affiliate relationships and cost allocations of Elizabethtown Gas,
New Jersey Natural Gas, and South Jersey Gas conducted on behalf of the New Jersey Board of
Public Utilities (BPU). The audits examined whether each Company maintained a strict separation of
risks, functions, and assets between their regulated utilities and unregulated affiliates to comply
with BPU Standards. The audits also documented each Company's cost allocation methodologies
and results for a two-year period. 2002 - 2003.
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Directed the cost of service component of the initial FERC "Section 7" cost-of-service and base rate
filing of Kansas Pipeline Company, which had been exempt from FERC rate regulation prior to 1997.
Submitted and defended testimony on behalf of Kansas Pipeline before the FERC covering the
overall cost of service filing, the historical basis for the calculation of acquisition premium, and
company's test year operations and maintenance expenses. 1998 - 2000.

Working on the Pacific Gas and Electric 1999 General Rate Case, reviewed projected test year
administrative and general expense levels and allocation of costs between the utility and affiliates.
Submitted and defended testimony on behalf of the California Public Utilities Commission. 1998.

Managed an audit of Pacific Gas and Electric's compliance with regulatory requirements and internal
control over relationships and transactions between the utility and its unregulated affiliates on
behalf of the California Public Utilities Commission. 1998.

Conducted a review of Southern California Gas Company's 1994 and 1995 base margin costs.
Submitted testimony on behalf of the California Public Utilities Commission. Issue areas included
operations and maintenance expenses, corporate allocations, employee and executive
compensation, post-retirement benefits, and savings from restructuring and force reduction
programs. 1996.

Submitted cost of service testimony on behalf of MidKansas Partnership and Riverside Pipeline,
L.P., in connection with Missouri Gas Energy's base rate filing. Issues included deferred gas safety
costs, merger-related savings, and weather normalization. 1996.

Reviewed fuel receiving and inventory policies and coal contract terms in connection with a focused
management audit of Big Rivers Electric Cooperative's fuel procurement for the Kentucky PSC.
1993.

Participated in the Western Resources/Kansas Power and Light Rate Case by conducting a rate case
audit and submitting and defending costof-service testimony on jurisdictional cost allocations,
operations and maintenance expenses, and pension expenses on behalf of the Kansas Corporation
Commission. 1992.

Conducted focused management audits of the gas supply operations of Montana Dakota Utilities
and Mountain Fuels for the Wyoming PSC. Assessed the management and organization of each
company as it related to gas supply, the degree to which supply options were optimized, the
potential impact of FERC Order 636, and the relationships between the LDCs and their pipeline and
production affiliates. 1992.

Performed internal operational audits of nuclear and fossil fuel procurement, natural gas
procurement and delivery, various corporate, power plant and service area operations, and nuclear
plant construction contracts of the Illinois Power Company (lllinova). 1980 - 1983.

TELECOMMUNICATIONS

Directed a California statutory regulatory audit of Citizens' California PUC financial reporting and
shareable earnings, including transactions between Citizens, its Connecticut-based parent company,
and its affiliates as part of the Frontier (Citizens) Telecommunications Regulatory Audit. 2004 -
2005.

. As a participant in the Roseville Telephone Regulatory Audit, directed and conducted a regulatory
audit of the company's compliance with affiliate and non-regulated activity transaction rules and
reviewed the company's calculation of earnings shareable with customers under the California
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PUC's New Regulatory Framework rules. Submitted and defended testimony on the audit on behalf
of the CPUC. 1999 - 2000. Performed a follow-up audit of 2001 - 2003 regulated earnings. 2004.

Directed a California statutory regulatory audit of Pacific BelTs California puc financial reporting,
including transactions between Pacific Bell, its parent company (SBC), and its affiliates and
subsidiaries. 2001 -2002.

Directed a study of New York Telephone's subscriber loop network. Coordinated the effort of a
multi-disciplined team that included regulatory, network operations, engineering, and data
processing specialists. The major work products included an inventory of subscriber facilities,
determination of facility utilization in different geographic regions, determination of the relative
accuracy of the major databases containing network facility information, and verification of billing
records with installed facilities. 1991.

. Conducted a review of the affiliate management and accounting relationships among the
subsidiaries of AT&T. Documented significant transactions and allocations through the AT&T
organization that affected AT&T Communications. Examined policies and procedures that affected
the Communication subsidiary's decision to use internal sources of supply and the corporate entity's
allocation of costs to subsidiaries. 1990.

. Analyzed the GTE Corporation's Indiana local exchange rates and developed a computer model to
distribute the carrier's revenue requirement over a matrix of local services and rate groups. 1989.

Bay Area Teleport - Conducted a review of the impact of local exchange carrier price flexibility on
competitive access in California. 1988.

WA TER

Twice Technical Manager for the regulatory audit of California American Water Company's general
office activities and costs, including "California Corporation" administrative and general activities,
New Jersey service company activities and cost allocations, and related rate making issues.
Submitted revenue requirements testimony covering CaIAm's projected test years covering the
O&M expenses of functions allocated from the national, regional, and state levels to the district
operations for which CalAm was seeking an increase in rates. 2008 - 2013.

Performed revenue requirements reviews and filed related testimony relating to rate filings by
several water utilities in Texas while an employee of the Accounting Division of the Texas Public
Utilities Commission 1984-1986

CABLE

. Analyzed costs imposed on cable systems by late-paying customers and prepared studies to quantify
the additional costs of handling past due accounts. 1995 - 2001.

Analyzed cable system costs and prepared cost-of-service rate studies for cable companies,
including two of the nation's largest cable systems - TCI Chicago and DCLP. Developed cost-of-
service methodologies to properly account for affiliate relationships and corporate and divisional
cost allocations to the cable systems. Analyzed incremental cost of service under FCC Form 1235
rules for a group of systems calculating the revenue requirement impact of upgrading system
capacity upgrades. 1994 - 1995.

Developed a database application to calculate programming cost increases on a cable-system basis
to comply with FCC requirements. 1994.
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EDUCATION AND PROFESSIONAL CERTIFICATION

Eastern Illinois University,Charleston, IL
Bachelor of Science - Accounting and Business Administration, August 1979.

St. Edwards University, Austin, TX
Master of Business Administration, May 1986

. American Institute of Certified Public Accountants
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Arizona Public Service Company
Docket No. E-01345A- l9-0003

On this 4th day of June, 2019, the foregoing document was filed with Docket Control as a Utilities
Division Notice of Filing - Miscellaneous, and copies of the foregoing were mailed on behalf of
the Utilities Division to the following who have not consented to email service. On this date or as
soon as possible thereafter. the Commissions eDocket program will automatically email a link to
the foregoing to the following who have consented to email service.

Robin Mitchell
Director/Chief Counsel. Legal Division
Arizona Corporation Commission
Utilities Division
1200 West Washington Street
Phoenix, Arizona 85007
legaldiv@azcc.gov
utildivservicebyemail@azcc.gov
Consented to Serv ice by Email

Stacey Champion
3 lol North Central Avenue, Suite 174
Phoenix, Arizona 85012
sc@champion-pr.com
Consented to Serv ice by Email

Thomas Loquvam
Pinnacle West Capital Corporation
Arizona Public Service Company
400 North 5th Street, Mail Stop 8695
Phoenix, Arizona 85004
thomas.loquvam@pinnaclewest.com
Melissa.Krueger@pinnaclewest.com
Kerri.Cames@aps.com
Debra.Orr@aps.com
Thomas.Mumaw@pinnaclewest.com
Theresa.Dwyer@ pinnaclewest.com
Consented to Serv ice by Email
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By : - %
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1. INTRODUCTION AND OVERVIEW

Background and Project  Scope

On February 25, 2019, Overland submitted a proposal to perform consulting services in response to an

RFP issued by the Arizona Corporation Commission on February 11, 2019. The project scope was largely

driven by a letter issued by Commissioners Dunn and Burns dated December 24, 2018 requesting a

review of current rates based upon 2018 results and the effectiveness of the APS customer education

and outreach program. Overland was selected to perform this review and authorized to commence

work on , 2019.

Limi tat i on s  on  th e Over l an d Rev iew  &  In format i on  Rel i ed Upon

The original timeline assumed the submission of our draft report in mid-April with a report filing on May

3, 2019. Given the limited time period from the date we were authorized to perform our review, we

were ultimately granted a 30-day extension to permit the release and review of discovery necessary to

perform the technical analysis required by the scope of work.

in addition to the prefiled schedules and workpapers, Staff issued nine rounds of discovery that

contained 150 requests. APS provided responses to all requests made in a timely manner. Aside from

written discovery, Overland and Staff members were able to meet with APS subject matter experts at

APS corporate offices to discuss the material produced. On occasion, Overland conducted telephone

conference calls to further address and clarify the materials relied upon in our review.

information relied upon in the conduct of our review generally included the following materials:

APS responses to Staff discovery requests

ACC Decisions and Orders

APS "Standard Filing Requirements" format of information generally included in rate case filings

information from publicly available sources

All material relied upon in this report is referenced to its specific sources of information.

An important element of the report review process is to provide a draft for review and comment to

Staff, with a subsequent review by the utility. The utility review is restricted to identification of any

material errors or omissions that may exist, and to identify material it deems to be confidential.

However, in this instance, APS was not provided a copy of a draft of this report for these purposes.

1- 1© 2019 OVERLANO CONSULTiNG
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Summary of Relevant Proceedings

2016 APS Rate Application and ACC Rate Order

On June 1, 2016, APS filed an application to increase base rates by $165.9 million. A Settlement

Agreement was filed on March 27, 2017. Aside from the rate increase itself, the SA made significant

changes to the thenexisting rate plans. The Decision included the following determinationszl

. The fair value jurisdictional rate base for the test year ended December 31, 2015 was $10.0

billion.

Adjusted test year revenue was $2.89 billion.

The equity ratio relied upon in setting rates was 55.8%.

The cost of equity was 10.0% and the embedded cost of debt was 5.13%.

Authorized base rates were increased $362.58 million. This included $148.25 million in non-fuel

base rates, a decrease of $53.63 million of associated with fuel; and a transfer of cost recovery

from adjustor mechanisms to base rates of $267.95 million.2

The average bill impact for residential customers was 4.54 percent, and 1.93 percent for general

service customers.

The following table further provides a detail of the APS total base rate increase approved in Decision No.

76295.3

1 Decision No. 76295, P.103104.
2 The Settlement Agreement, at page 8 of 32, summarized the agreed upon changes in rates as follows: APS shall

receive a $87.25 million nonfuel, nondepreciation revenue requirement increase. When the reduction for base fuel of $53.63
million and the increase for depreciation of $61.0 million is taken into account, the result is a net base rate increase of S94.624
million, exclusive of the adjustor transfer.

3 Response to Discovery, Staff 6.1.

1 2© 2019 OVERLANO CONSULTING
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Table 11 - Summary of APS Rate Increase, 2016 RateCase

Amount

(in millions)Component

81250
61000
148.250

(53.626)

94.624
261953
362577

Non-Fuel, Non-Depreciation Increase

Depreciation Expense Increase

Non-Fuel Base Rate Increase

Base Fuel Rate Decrease

Net Base Rate Increase Before Adjustors

Transfer from Adjustor Mechanisms

Total Base Rate Increase

$

s

s
s

s

S

s

The 4.54% is the residential portion related to the

$94624 million net base rate increase before adjustors,

which does reflect the change in depreciation

expenses, but not the transfer of adjustor revenue into

base rates.

The Commission's Order provided for revised rates to be effective August 19, 2017. The Order further

provided for a transition period for customers to be notified about rate design changes to be put into

effect under a Customer Education and Outreach Program ("CEOP") through May 1, 2018. Customer

elections were subject to a 90-day trial period."

Summary of Current Rate Approvals

The following table reflects the results of the APS rate filings supporting current rates at FERC and the

Acc.5

Table 12 - Current Regulatory Rate Approvals

ACC FERC_
Rate Effective Date

Test Year Ended

Rate Base

8/19/2017

12/31/2015*

$6.8B

55.896

6/1/2017

12/31/2016

$1.4B

Equity Layer 55%

Allowed ROE 10.0% 10.75%

* Adjusted to include post test-year plant in service through 12/31/16

4 Id., p 107-109.
5 Response to Discovery, Staff 4.14; Rating Agency Summary, p.17. (Confidential)
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2018 Results of Operations

The Pinnacle West 2018 Net Income was $511.0 million, which was $18.6 million better than budget and

$22.6 million higher than 2017 results. APS Net Income for 2018 was $570.3 million, which was $58.2

million better than budget and $66.0 million higher than 2017 results.6

The primary factors contributing to actual net income versus the APS 2018 budget include:

$512.1APS budgeted net income

( 42.9)
( 223)
(15.5)
(10.5)
35.3
16.6
12.1
6.7
6.6

( 18.9)
(4.4)
10.1
5.1

14.9
26.7

•

.

.

.

.

.

.

.

.

.

.

•

.

.

.

.

Tax Reform $(143.3) refunds Iess$(100.4) reduced taxes - net

Lower customer growth; higher DE & EE

Weather - net

Lost fixed-cost recovery

Realized retail prices - net

TCA surcharge

DSM Surcharges

Rate case related rate design changes - net

RES surcharges

RES and DSM regulatory programs

Incentive Comp

Depreciation & Amortization

Lower interest expense on senior notes

AFUDC

Pension & OPEB non-service credits

Income taxes $17.8 lower taxable income, $7.7 permanent tax items;

$4.7 ADIT.

Other -net

30.2

8.4

APS actual net income $510.3

Credit Ratings

The Pinnacle West and APS Corporate Credit ratings issued by Moody's, Standard and Poors, and Fitch

are as follows:

6 Response to Discovery, Staff 2.11A; Performance Report. (Confidential) (This is all public info)
7 Pinnacle West Form 10K for the Year Ended December 31, 2018, p. 76.
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Table 1-3 - APS Credit Ratings Summary

Standard & PoorsMoody's_
Pinnacle West

A-

BBB+
A-2

Stable

A-
A-

F2
Stable

A3
A3
P-2

Stable

Corporate Credit Rating
Senior Unsecured
Commercial Paper
Outlook

APS

A-

A
F2

Stable

A-
A-

A-2
Stable

A2
A2
P-1

Stable

Corporate Credit Rating
Senior Unsecured
Commercial Paper
Outlook

The current credit ratings for APS by Moody's and S&P are similar, A2/Stable and A-/Stable, respectively.
For Moody's, the APS rating is based upon a credit supportive regulatory environment, good customer
and load growth versus the national average, and effective cost controls. These factors support an
expectation that APS will earn "...close to its authorized ROE and drives its solid financial metrics."8 APS
is committed to maintaining its current credit ratings, which contribute to lower debt costs and support
reliable access to debt capital.9 This commitment, however, is not formalized in any specific targets or
initiatives. In any event, Overland concurs with the general premise that strong credit ratings are
beneficial, particularly in a period of major commitments to capex projects.

The S&P rating rationale, while generally consistent with the Moody's assessment, is somewhat more
cautious. In May 2018, S&P reduced its Pinnacle and APS ratings from A/Positive to A-/Stable. The
current rating generally reflects: a significant capital spending program, the impact of tax reform; and
rising distributed generation in the APS service area.

Adequacy of  Cu rren t  Rates

The 2018 actual return on average equity was 10.45%, which is somewhat in excess of the ACC
authorized return on equity of 10.0%. The APS year-end equity was $5.7 billion.10 The excess revenue
over the authorized ROE was approximately $34.1 million." The ACC jurisdictional amount of this
excess is approximately $28.4 million." $6.7 million of this excess earnings is associated with higher
than expected revenues due to rate design changes made in the 2016 rate case.

83.31%.

8 Moody's Investor Service, May 16, 2018, p. 1.
9 Response to Discovery, Staff 2.8.
10 2018 10-k. (Calculated)
11 $5.7 billion X 0.45% X 13288.
12 APS Filing Exhibits, Workpaper B1. Rate Base percentage =

1 5© 2019 OVERLAND CONSULTING
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Organization of Material Contained in Report

Introduction and Overview

Customer Outreach Program

Billing Determinants & Bill Comparisons

Adjustor Mechanisms

Rate Review
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Chapter 2

Chapter 3

Chapter 4

Chapter 5
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2. CUSTOMER EDUCA TION A ND OUTREA CH

The APS Customer Education and Outreach Program (CEOP) was implemented in 2016 to inform and

educate customers about rate changes and new rate plans. Important objectives included educating

customers to help them understanding new rate plan options, encouraging customers to modify their

energy usage in order to save money, and helping customers choose the rate plan most appropriate for

them, given their individual circumstances.

Our review of the CEOP included the following steps:

. We reviewed the CEOP's methods, procedures, customer reach and the understandability of

information provided.

We reviewed the effectiveness of the CEOP in meeting the objective of providing customers

with complete and accurate information about the rate and rate plan changes in the settlement

agreement approved in Acc Decision 76295, including the information needed to make

appropriate choices among available rate plans. The effect of the changes could vary based on

individual customer circumstances.

We reviewed the CEOP expenditures authorized by the approved settlement agreement. We

examined the expenditures to determine whether they were directly associated with the CEOP,

whether they were reasonable given CEOP objectives, and whether they were incremental

expenditures that would not have been made absent the CEOP.

Fin d in g s

CEOP Methods, Procedures and Customer Reach

1. Most of the information communicated to customers in APS's CEOP was appropriate and

understandable. Some of the most important information was conveyed in personalized letters

describing new rate plans, including the plans "most like" customers' existing plans, and the

plans likely to be "most economical" given customers' recent historical usage.

2. The scope of the CEOP was adequate to reach APS's entire residential customer base. The most

important information concerning rates and rate plan changes was communicated through bill

inserts or direct mail (e.g. personalized letters describing new rate plans) mailed or emailed to

all customers. For Spanishspeaking customers, APS provided direct communications in Spanish

for customers who selected Spanish as their language for billing. Limited exceptions to

complete customer reach for all CEOP messaging included:

. APS did not send email notices of rate changes to customers for whom it did not have email

addresses (approximately 45% of its residential customer base).

2-1©2019 OVERUXND CONSULTINg
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Radio and billboard advertising related to the CEOP was confined to the Phoenix metro area.

. APS does not utilize languages other than English and Spanish in its formal customer

communications. However, the company maintains a list of employees who can act as

translators in the event communication with non-English, non-Spanish speaking customers

is needed.

3. As part of the CEOP, APS created several tools to assist customers in selecting new rate plans

and managing their electricity usage. The most important of these was a rate comparison tool

which enabled customers to compare projected annual costs under their existing legacy rate

plans and among available new rate plans. It remains available currently to assist customers in

selecting among available rate plans. Overland believes that the customer dissatisfaction caused

by the rate increase and the transition to new rate plans would have been worse had the rate

comparison tool not been available.

CEOP Effectiveness - Non-Solar Customers

4. APS's semi-annual Brand Alignment Tracking studies (BATs) show that customer satisfaction

began to deteriorate from at least autumn 2015, before APS filed its rate case. The percentage

of customers judging APS's rates to be "very or somewhat reasonable" declined from 67%

[CONFIDENTIAL] in spring 2015 to 41% [CONFIDENTIAL] in autumn 2018. Over the same period

the percentage of customers agreeing that APS "offers useful suggestions to keep bills low"

declined by a similar amount. The percentage of customers agreeing that APS "communicate[s]

changes that affect customers" declined from 81% to 63% [CONFIDENTIAL]. The percentage of

customers rating APS as good or very good in "offering rate plans that allow customers to

control their bills by managing their usage" declined from 76% in spring 2016 (when the

question was introduced) to 59% in autumn 2018.

5. APS measured CEOP effectiveness internally with selected BAT customer satisfaction measures

discussed in the previous finding, a "substantiated" customer complaint metric and the number

of customers placed into new rate plans by May 1, 2018. However, the number of

"substantiated" rate case complaints (zero for the year 2018), and the number of customers

moved to new rate plans by May 1, 2018 (all but about 2,000 customers), do not represent

reasonable measures of CEOP effectiveness. Notably lacking from APS's internal effectiveness

metrics were:

. A measurement of the CEOP's success in placing customers into new rate plans (e.g.

time of use plans, demand plans) in proportions that matched the rate class projections

APS used in the rate case.

Changes in customer complaint rates, including both "rate case" and total complaints.

Although customer complaints is a lag measure (complaints generally rise after

2-2©2019 OVERiANO CONSULTING
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mistakes are made), monitoring complaint rates and the number of complaints

regularly could have provided information for ongoing management and corrective

action, and might have provided a basis for improving CEOP messaging.

6. An analysis of a sample of 2018 customer complaints classified by APS as "rate case" related

shows the following:

•

.

•

.

Some customers believed that the 4.5% / $6 per month average rate increase

advertised by APS in 2017 significantly understated the actual increase and amounted

to misinformation.

Some customers felt that the that the rate plan transition that occurred in spring 2018,

following the rate increase under legacy rate plans in 2017, amounted to a second

increase in their utility rates.

Some customers seemed to be more upset with being moved to new, sometimes

differently structured rate plans, and rate plans with different peak hours, than they

were with the 2017 rate increase.

Some customers moved to new rate plans experienced or perceived the rate plans as

causing significant increases in their bills.

Some customers were unhappy with being placed on rate plans with a demand

component.

7. Notwithstanding that information provided to customers through the CEOP appeared to be

accurate and appropriate, the information provided by APS in its rate increase notices and

personalized letters failed to convey certain important details, including the following:

. The "average customer" rate increase percentage and bill impact (4.5% increase, $6 per bill)

disclosed in customer notices and press releases failed to adequately convey that the impact

of the settlement agreement on individual customers could vary widely and over time,

depending on customer-specific circumstances and changes in other customer bill

components such as adjustors, taxes and fees, that were not included in the average

percentage or bill increase disclosed in the notice.

. The rate plan transition letters sent in the first few months of 2018 also failed to adequately

convey that customers could experience additional increases in their bill (in addition to

those that occurred when rates were increased in 2017), depending on customer-specific

circumstances, which included the specific rate plans customers were on before and after

the transition and the customer's willingness and ability to make changes in energy usage

incentivized by the new plans, such as shifting usage to accommodate new on-peak hours

and demand charges.

2-3©2019 OVERiANO CONSULTING
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CEOP Effectiveness - Solar Customers

8. APS's CEOP messaging did not inform solar customers or applicants of the August 31, 2017

deadline for changing their legacy rate plans or the potential advantages of doing so.

9. Solar customer complaints show that existing customers and applicants were sometimes

unaware of the potential advantages and disadvantages of different legacy rate plans under net

metering because they believed that nothing was required of them to take full advantage of the

net metering rules.

10. APS's rate comparison tool did not incorporate legacy rate plans or retail net metering, which,

had it been available before the August 31, 2017 deadline, would have permitted solar

customers to assess the benefits of different rate plans under net metering.

11. Although August 31, 2017 was the stated deadline for solar customers and applicants to change

their legacy rate plan, there are examples in which APS made exceptions, allowing customers to

change plans after the deadline. lt is not clear that there were valid reasons for these

exceptions, raising the possibility that there were no uniformly applied rules that determined

whether solar customers were permitted to change legacy rate plans after August 31, 2017.

CEOP Expenditures

12. APS charged $4.85 million to CEOP project orders (against its $5 million expense authorization)

between September, 2017 and February, 2019. Of this, $4.28 million (88%) was for outside

(vendor) materials and services, $474,000 (10%) was primarily internally~incurred print shop

costs and $94,000 (2%) was payroll associated with contract and full time APS employees who

charged time to CEOP projects.

13. Overall, the expenses charged to CEOP project orders between September, 2017 and February,

2019 appear to have been reasonable, directly related to CEOP activities, and incremental to the

CEOP effort.

14. Overland reviewed the expenses associated with the three largest CEOP vendors, accounting for

62% of total CEOP vendor costs, and found that all three vendors provided services directly

applicable to CEOP efforts. Evidence indicates that the costs were properly incurred and were

incremental to the CEOP.

15. Payroll expenses charged to CEOP project orders account for only $94,000 (2%) of the total

amount charged against the $5 million authorization through February, 2019. These costs were

incurred to hire contract employees who worked specifically on the CEOP effort, and included

costs from 12 full~time APS employees who charged CEOP project orders. Because it includes

2-4©2019 OVERiANO CONSULTING
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expenses associated with regular APS employees, some percentage of the $94,000 in payroll

expense appears to be non-incremental expense that should have been recoverable through

base rates. However, even if regular employee expenses constituted the entire $94,000, we

would judge it to be immaterial relative to the $5 million authorization.

16. Internal cost allocations and transfers charged to CEOP project orders consisted almost entirely

of internally incurred print shop costs totaling $472,000. Supporting detail showed the expenses

consisted primarily of printing materials and supplies associated with direct mail sent to

customers concerning transition to new plans.

Recommendation

APS should provide grandfathered, net metered solar customers with legacy demand rates (ECT-1R EPR

and ECT-2 EPR) an additional opportunity to switch to a rate that enables them to fully benefit from net

metering (E-12, ET-1 or ET2). Nearly 3,500 solar customers with net metering remained on legacy

demand rates at the end of 2018. "Rate case" complaints recorded by APS in 2018 strongly suggest that

many or most of them were applicants for net metered solar in 2017 who were locked into demand-

based rate plans because they were uneducated about the impact of their rate plan when combined

with net metering or were unaware of the narrow window of opportunity to switch when they applied

for solar under the grandfathering rules. Rate plans with a demand component are usually

disadvantageous compared with alternatives for solar customers with net metering. APS should provide

notice to these customers and call them, if necessary, to ensure they are made aware of the opportunity

to switch to a more advantageous legacy rate plan. In addition, APS should provide educational

materials informing these customers about the advantages and disadvantages of each legacy rate plan

that can be paired with solar net metering. The window of opportunity to switch plans should remain

open for a reasonable time (e.g., the remainder of 2019) to ensure that all remaining demand rate solar

customers have either transferred to another legacy plan or positively confirmed for APS that they wish

to remain on their existing demand rate.

CEOP Methods, Procedures, Customer Reach and Understandability

We performed a high-level examination of the methods and procedures used by APS to communicate

with customers, the customers the communications reached, and the understandability of information.

Communication Methods, Content and Understandability

APS employed both mass and personalized communications in the CEOP. Mass communications

included traditional advertising on radio, newspaper and billboards, and digital advertising through

social media. APS also utilized email, bill notices and inserts, recorded messages in the IVR system,

website postings and utility newsletters. The CEOP used personalized communications, primarily in the

form of emails and letters sent with information tailored to individual customers based on their rate

plans and energy usage history. We believe the methods APS employed took advantage of most of the
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available forms and means of communication, and were appropriate given the CEOP's objectives. The

following table summarizes important components of CEOP communication.

Table z 1 - Summary of  APS CEOP

Summary of APS CEOP Customer Communications, 2016-2018

Mass or PersonalForm of Communication Details

APS Newsletters

25 articles in APS newsletters highlighting the Shift, Stagger,

Save message, and providing energy saving information and

information about new service plans.

Mas sAPS Website

information on new service plans, plan comparison tools, a plan

change portal, plan transition information page, demand / peak

hour usage page, savings tips page, and a bill changes page.

Website also includes videos providing energy savings info.

APS IVR
Mass and

Personalized

On-hold messages describing service plans, and an option to

permit customer seledion and confirmation of service plans.

Mas sAPS B i l ls
19 bill inserts in 2017 and 2018 with energy saving and

educational information.

Personalized
Personalized Direct Mail

Letters

Mas sEm ai l

Specialized interest letters addressing the needs of select

customer groups and best rate letters information customers of

the most similar and best savings options plans based on their

usage profiles.

13 million "transactional" and "marketing" emails were sent

covering new service plans, and energy saving information.

Social Media

Mas sOther Mass Media

Welcome Kits Personalized

Twitter (32,000 impressions) and Face book campaigns (46,000

customers reached) provided service-plan savings information.

Radio, outdoor billboard, print and digital advertising covering

new service plans. APS estimates this created 161 million

impressions.

Mailed between February and April, 2018 to 958,000 customers

who switched or were transitioned by APS to a new service

plan.

We reviewed the content of CEOP communications. The overall message used to unify all

communications was "Shift, Stagger, Save." Given the changes in rate structure imposed by the

approved settlement, in particular, the elimination of the standard block rate for most large residential

users and the shifting of customers to rates with time of use and demand components, we believe this

was an appropriate message. However, implicitly, the message for some customers would have more
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appropriately been "shift and stagger your energy usage or you may experience substantial increases in

your electric bill." in addition, the third "S" - save - was misleading in the sense that it could be

interpreted to mean that by selecting a new rate plan, particularly one beginning with the words "Saver

Choice," customers could expect to reduce their bills below what they paid under their existing rate

plans prior to the rate increase; something that appears to have been true only for a limited minority of

customers.

Communications content appeared generally appropriate and understandable. The most important

information provided under the CEOP included personalized information explaining the new rate plans

that were "most similar" to the customer's existing rate plans and "most economical" given the

customer's historical usage. Two notable exceptions to our general conclusion were the following:

. The statistic that the typical residential bill would increase by 4.5%, or about $6 per month, was

published in a notice sent to customers and in press releases without being placed into context.

Absent proper context, which was not included, this statistic was misleading.

• The message to grandfathered solar customers that "no action was required on their part" was

interpreted to mean that the legacy rate plans solar customers were already on did not need to

be reviewed and nothing needed to be done. This turned out to be problematic, in particular for

grandfathered solar applicants, who found after their solar installations were up and running,

their existing legacy rate plans were not beneficial and could not be changed without forfeiting

net metering privileges.

As discussed in additional detail below, the misunderstanding created by this information, as well as

information that was not provided but needed to provide context, was the cause of some of the

complaints that customers registered with the ACC in 2018, including nearly all of the complaints from

solar customers.

We also found that CEOP messaging was generally appropriate in terms of customer reach. Specifically,

. APS's notice of intent to increase rates and change its rate design was appropriately published in

newspapers with reach covering the Company's entire service territory.

APS's notice of the change in rates was included on bills sent to all customers.

Information on ApS.com, the company's website, was available to all customers with internet

access.

Bill inserts, bill messages and utility newsletters were made available to all customers in paper

form or on-line, depending on selections made by customers.

Personalized letters notifying customers of rate plan changes and providing information on the

new rate plans were sent to all customers.
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In terms of language accessibility, APS stated that it provides "direct communications [in

Spanish] to the customer who have selected Spanish for their bills, bill messages and direct

mailings, and a dedicated phone line."

Limited exceptions in which the messaging did not necessarily reach every APS customer included the

following:

.

.

.

.

While print and digital advertising ran throughout Arizona, radio ads and billboard ads were

limited to the Phoenix metro area. APS stated this is "the most cost-effective way to reach the

largest amount of customers."1

APS stated that "due to the low percentage of customers preferring Spanish-language

communications (approximately 3%), the following were and are provided only in English: (1)

emails, (2) aps.com transactional pages, (2) aps.com banner ads and pop-ups, (4) IVR -based

plan assistance; (5) special interest letters; (6) mass media campaigns; (7) notifications; (8)

[service] plan comparison tool, and peak demand calculator."2

APS did not have email addresses for approximately 45% of its residential customers in early

2018, and these customers did not receive emails regarding rate plan changes. 3

APS states it "can only send marketing emails (used to drive awareness of and participation in

customer programs) to customers who have agreed to receive email communications.""

APS does not utilize languages other than English and Spanish in its "formal customer

communications," however, the company maintains a "language bank" of employees who speak

foreign languages and have volunteered to act as translators when needed.5

Customer Tools

APS created several tools to assist customers in selecting new rate plans and managing their power

usage. These included:

Rate Comparison Tool -The rate comparison tool is one of the most important components of

the CEOP. Prior to plan transition it enabled comparison of a customer's annual costs among

their legacy plan and available new rate plans. The comparison tool served customers directly,

and has been used by APS customer service employees to assist in explaining various options to

customers. Overland was unable to gain direct access to test the tool; however, from the

information available in customer complaint files and screen shots sent in response to our

1 Response to Staff data request 7.6(c).
2 Response to Staff data request 7.6(a).
3 Response to Staff data request 7.6(c).
4 Response to Staff data request 7.6(c).
5 Response to Staff data request 7.6(b).
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access data request, it appears to have been generally effective, albeit not without some

limitations.' It appears the comparison tool has evolved since it was first introduced in 2016.

Notification Alerts - To help manage electric usage and bills, customers can sign up to be alerted

when their usage (kwh), demand (KW) or estimated bill amounts reaches designated

thresholds. Only a small percentage of APS customers appear to have subscribed to this

$efv1ce 7

Mobile Phone App - APS implemented a mobile phone application in mid-2016 to assist

customers in managing energy usage and paying bills. APS states that as of April 4, 2019, more

than 230,000 customers have downloaded the application and it has been used to complete

580,000 payment transactions. 8

CEOP Effect iveness

We evaluated the effectiveness of the CEOP in meeting the objectives of 1) informing customers of

changes in their rates and rate plans in connection with the rate case filed in 2016 and approved in

2017, and 2) assisting customers in selecting rate plans optimal for them offered under restructured

residential tariffs. We evaluated the program's effectiveness for solar and non-solar customers

separately. Our evaluation was informed by customer satisfaction metrics and customer complaints,

including specific "rate case" complaints logged by APS in 2018.

Customer Satisfaction

APS conducts semi-annual surveys, known as Brand Alignment Tracking studies (BATs), to gauge

customer satisfaction and perceptions on a variety of subjects. Among the items measured are

customer perceptions of the Company's reputation, service quality, rates, rate plans and the quality of

communication with customers. APS has experienced reductions in most satisfaction measures since at

least the fall of 2015. It is normal for utilities to experience a decline in customer satisfaction across

most measures after they announce or implement a rate increase. In APS's case, it is interesting to note

that the current trend of declining customer satisfaction began before the rate case was even filed. The

table and chart below summarize changes in customer rate perceptions from spring 2015 through fall

2018.

6 Key limitations include the tooTs reliance on historical energy usage; as such it does not consider behavioral changes
that affect energy use that may be necessary to take full advantage of a plans savings, and the tool does not, to date, have the
ability to model solar energy exported to APS under net metering (prior to September, 2017) or Resource Comparison Proxy
rules (after August, 2017). As such, it cannot properly model rate plan billing for solar customers.

7 Response to Staff data request 8.1.
8 Response to Staff data request 5.9.
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Table22- APS Brand Alignment Study Results Rate Perceptions Metric

metric

FALL

2017

SPRING

2018

APS Brand Alignment Study Results - Rate Perceptions M
SPRING FALL SPRING FALL SPRING
2015 2015 2016 2016 2017

67% 64% 62% 52% 50%

14%

36%

FALL

2018

41%

10%

31%

45%

14%

31%

Rates somewhat or ver
y 60%

reasonable
Rates very reasonable 23% 20% 21% 15% 19%

Rates somewhat reasonable 44% 44% 41% 37% 41%

Source: Response to Staff data request 2.43, Attachment APSAR00284 [CONFIDENTIAL]

Chart 2-1 - Rates Somewhat or Very Reasonable

Rates somewhat or very reasonable

80%

70%

60%

50%

40%

30%

20%

10%

0%
FALL
2016

FALL
2017

SPRING
2017

FALL
2015

SPRING
2018

SPRING
2015

SPRING
2016

FALL
2018

Similar declines can be seen with satisfaction metrics linked to CEOP effectiveness.
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Table 23- APS Brand Alignment Study Results- Service Plan, Utility

METRIC
FALL
2018

APS Brand Alignment Study Results - Service Plan, Utility Bill and Customer Communication Metrics

Respondents Rating "Good" or "Very Good"
FALL SPRING FALL SPRING

2015 2016 2016 2017

FALL

2017

SPRING

2018M
81% 76% 76% 66% 72% 68% 58%60%

63%68% 66% 57% 60% 44%55%47%

72%70%76% 59%68%63%

78% 69% 74% 63%85% 76%81%

Offering different rate plan options

Offering useful suggestions to help keep
your bill as low as possible

Offering rate plans that allow you to
control your bill by managing your usage.

Communication Chan es that affect
a s 80%

customers
Source: Response to Staff data request 2.43 Attachment APSAR00284 [CONFIDENTIAL]

Chart 2-2- Customer Choice and Communications

l
Customer Choice and Communications

Pct. Rating APS 'Good' or 'Very Good'

90%

80%

70%

60%

50%

40%

30%

20%

10%

0%

SPRING

2018

FALL
2018

FALL
2017

SPRING

2015

FALL
2015

SPRING

2016

FALL

2016

SPRING

2017

Offering different rate plan options
Offering useful suggestions to help keep your bill as low as possible
Offering rate plans that allow you to control your bill by managing your usage.
Communicating changes that affect customers

Regardless of the metric, including something as unrelated to rates as outage restoration, residential

customer satisfaction levels are seemingly tethered to the size of the monthly check customers must to
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write to the utility. One of the important questions, which cannot be directly answered by our analysis,

is how much more customer satisfaction may have suffered after approval of the settlement agreement

if APS had ng; conducted its customer outreach program, in particular, if APS had not helped prepare

customers for rate plan transition with a comparison tool and personalized letters with rate plan

information and recommendations.

Customer Complaints

Complaints to the ACC

The following table summarizes "informal" complaints filed with the ACC concerning APS from the

beginning of 2016 through April 19, 2019.

Table 24- " Informal"  APS Complaints filed with the ACC

" Informal"  APS Complaints Filed with the Arizona Corporation Commission

Period ComplaintsDescription

Post-Filing, PreRate Increase

Rate Increase (mid-August)

Rate Plan Transition

Post-Plan Transition

Annual Rate /

10,000 Cust.

3.84

7.32

10.48

8.74

5.21

422

805

379

645

171

Days

365

365

120

245

109

2016

2017

2018 through April

2018 May 1-Dec 31

2019 through April 19
Source; Arizona Corporation Commission, Consumer Services Division

In 2014 and 2015, prior to the submission of the rate filing, the ACC received three informal complaints

annually for every 10,000 ACC customers. This increased slightly in 2016 after the rate case was filed in

January, probably because of news about the case (note that customers had not yet experienced the

rate increase.) The complaint rate more than doubled after the rate increase was implemented in 2017,

and it stayed high as customers transitioned to new rate plans during the first four months of 2018. lt

remained high throughout 2018, which included the first full summer after both the rate increase and

plan transition. Complaints declined in the first four months of 2019 to approximately half their peak

level, but the complaint rate was still 73% higher than it had been before the rate case was filed. We

expect the complaint rate to increase again in 2019 as outdoor temperatures rise, and as customers

continue to receive bills under new rates structures.

Customer "Rate Case" Complaints

We reviewed an APS database of 2018 "rate case" complaints. We requested and analyzed detail for a

sample of 51 complaints (approximately 20% of the database).9 38 of the sampled complaints came

9 Response to Staff data request 5.13.
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from non-solar customers and 13 were from solar customers." This discussion concerns nonsolar

complaints, which constituted 80% of the 257 complaints logged by APS in 2018 in the "rate case"

category. Solar complaints are discussed separately below.

The following table summarizes our complaint sample by category (what triggered the complaint) and

subcategory (the primary reason or basis for the complaint as stated by the customer).

Table 25- Non Solar Customer Complaint Sample

Non-Solar Customer Complaint Sample

Category / Subcategory Count

High Bill
15

1 5

Unhappy with the rate increase / high bills

Total High Bill

Rate Plan Change (Notice or on the cost. bill)

6

3

7

7

23

3 8

Confused about rate plan choices or unable

to choose among available plans

Unable to select desired rate plan.

Unhappy with high bills under available

plan choices

Wanted to keep existing (legacy) rate plan

Total Rate Plan Change

Total Non-Solar Complaint Sample
Res ponse to data request 5.13, APS customer "rate case"
complaint details, multiple attachments, 20% sample.

Our analysis of the APS files documenting these complaints is shown in Attachment 2-1.

Effectiveness Metrics Maintained by APS

We asked APS if they maintained any metrics to measure the effectiveness of the CEOP, and if so, to

provide the results. The response stated that "APS identified a number of metrics to be used as a means

of ensuring a positive customer experience in its education, outreach and transition of customers to new

rates." 11 The data response included a table with the metrics. instead of measuring CEOP

10 APS maintained a "rate case" complaint database in 2018 consisting of 257 customer complaints to Acc (about
85% of the total), the Better Business Bureau the Attorney General's Office and television media outlets. Solar customers
accounted for a disproportionately high 18% of the complaints in the database. They accounted for only about 7% of the APS
residential customer base in 2018. Nonsolar customers, comprising 93% of the customer base, accounted for the remaining
82% of 2018 "rate case" complaints.

11 Response to Staff data request 6.7..
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effectiveness, a majority were customer service operational metrics." APS also provided the following

metrics which related directly or indirectly to the CEOP.

Customer Satisfaction Measures of CEOP Effectiveness

APS indicated the following questions from semi-annual customer satisfaction surveys were considered

to be measures of CEOP effectiveness. All but the first of these are shown in tables and charts in the

previous section.

"Maintain or increase brand reputation tracked by BAT." Company reputation is routinely

polled in APS's semi-annual BAT study. In the data response, APS stated "[t]here was not a

decline in APS's reputation ratings between the fall 2017 and spring 2018."13 However, the BAT

studies, discussed in the section above, also show that for the survey period prior to the

implementation of new rates (spring 2017) to the period after customers had fully transitioned

to new rate plans (autumn 2018), the percentage of survey respondents rating APS's reputation

as "good" or "very good" declined from 82% to 65%. During this time the percentage of

respondents choosing "poor" to describe the company's reputation approximately doubled,

from 18% to 35%.14

"Offering different rate plan options." APS stated that between autumn 2017 and spring 2018,

the percentage of BAT survey respondents indicating APS was good or very good in offering

different rate plan options improved from 60% to 68%. More broadly, however, for the period

just prior to the implementation of new rates (spring 2017) to the period after customers had

fully transitioned to new rate plans (autumn 2018), the percentage of respondents rating APS as

good or very good declined, from 72% to 58%.

"Offering rate plans that allow you to control your bill amount by managing your usage." Like

the two other BAT metrics discussed above, in the data response APS selected two surveys,

autumn 2017 and spring 2018, to compare, indicating that the metric improved from 63% rating

APS as good or very good, to 68%. However, once again, looking at the survey conducted after

customers were fully transitioned to new rate plans, the percentage of survey respondents

rating APS as at least good had declined, to 59%.

The table in the previous section of this chapter show the results of the previous two "rate plan" metrics

for all surveys between spring 2015 and autumn 2018. The table also shows another indicator of CEOP

12 These include call center metrics (average hold time, average speed of answer, call abandon rates, etc.), metering
and billing metrics (billing exception clearance rates, meter service order backlogs, etc.), safety (recordable OSHA events) and
others. We omitted these from discussion because they are maintained by nearly all utilities as a routine matter and do not
directly relate to or measure the effectiveness of the CEOP.

13 Response to Staff data request 6.7.
14 Response to Staff data request 2.43, Attachment APSARO0284 [CONFlDENTlAL].
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effectiveness: "Offering suggestions to help keep your bill as low as possible." This metric declined from

60% rating APS as good or very good prior to the rate increase (spring, 2017) to just 44% rating good or

very good six months after new rate plans were fully implemented (fall, 2018).

Customer RatePlan Transition Metric

APS stated that this CEOP metric had a target of "all eligible customers transitioned by 5/1 [2018]." APS
stated the "actual" measurement was "1,969 customers (edge and outlier cases) were on transition
rates as of S/1." Presumably, this means that the target was to place all non-solar customers on new
rate plans by the end of April, 2018, and 1,969 customers had yet to be moved as of May 1, 2018.

Customer Complaint Metrics

APS indicated that it had a target of "zero ACC complaints" and stated its actual result was that it met
this target. In order to be counted as a complaint for this metric, the complaint had to be
"substantiated." Of the 257 "rate case" complaints logged by APS in 2018, were considered
substantiated. For example, more than 40 rate case complaints from grandfathered solar customers
were caused by the customers not being able to change legacy rate plans. As discussed more fully
below, many of these customers were confused about or unaware of the need to change legacy rate
plans at the time they applied for solar. In most cases they had missed what was a narrow window of
time to learn about and change their plan. As a result of APS turning down their requests to change once
they realized their mistakes, these customers registered complaints with the ACC. APS listed all of the
complaints as "unsubstantiated" because the deadline had passed when the customers requested to
change plans. Because the confusion and unawareness of these customers bears directly on the
question of whether the CEOP accomplished its communication goals, it does not appear that the metric
"zero substantiated complaints" provides information about CEOP effectiveness.

In measuring CEOP effectiveness, APS did not take trends in the total number or rate of customer
complaints into consideration. As demonstrated by complaint statistics maintained by the ACC (as
discussed below), there was a significant increase in the number and overall rate of "informal"
complaints registered by the Commission during the three years from 2016 through 2018.

Evaluation of CEOP Effectiveness - Non-Solar Customers

The approved settlement agreement included higher customer rates and new customer rate plans based
on restructured tariffs. It is not typical for a utility to implement a rate increase and a complete
structural overhaul of tariffs, particularly residential tariffs, in the same proceeding. If the objective of
the CEOP was to completely prevent dissatisfaction due to the changes, then the fact that there was
customer dissatisfaction supports a conclusion that the CEOP was ineffective. However, the CEOP can
only be evaluated in the context of the approved settlement agreement and the changes it imposed.
Many of the problems that customers experienced were largely unavoidable features of the approved
settlement agreement, rather than a direct result of the CEOP. These included:
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•

Structural changes in residential rates.

Compulsive adoption of  new rate plans. Most customers were required to transition to a new

rate plan. In some cases, customers with one-part "standard" rates were compelled to move to

time of use rates, or even three-part demand rates if  they wanted to minimize or avoid bill

increases. Some customers refused to move to rate plans with demand components even when

these plans were estimated to be the most economical, because they weren't familiar with and

didn't trust having APS bill them for demand.

Even under the most economical plan options available, the new rate plans sometimes caused

customer bills to increase beyond what had occurred with the transitional rate increases

implemented in August, 2017, creating a perception that APS was raising their rates twice.

The new rate plans, combined with the 2017 rate increases, raised electric bills signif icantly

more for some customers than for others.

In some cases, even customers who made behavioral changes could not prevent bill increases

due to rate plan transition. For example, In the case of one complaint submitted to the Acc, a

woman who took the APS's "shif t, stagger and save" message to heart, shif ting more than 70%

of her onpeak usage to off-peak, still experienced a bill increase under her new rate plan. This

was due, among other things, to higher of f -peak rates under the new plan compared with the

legacy plan."

Certain rate "adjustors" (discussed in a separate section of this report) were rolled into base

rates in 2017, only to return to pre-rate increase levels as separate line items on customer bills

in the following year.

The appropriate question to ask is: How much more customer dissatisfaction would the rate case have

generated if  there was no CEOP? Unfortunately, this question cannot be directly answered because

there is no null case (i.e., there is no similar rate increase and rate restructuring case implemented

without a CEOP) to provide a basis for measurement. Taking the approved settlement agreement into

consideration, it probably would not have been possible for APS to design a customer outreach program

that could have satisf ied its entire residential customer base. Overland's review of the CEOP found that

a majority of the problems that non-solar customers experienced were features of the rate case and its

implementation, rather than of the CEOP and its messaging. Nevertheless, we found CEOP messaging to

non-solar customers was deficient in two respects, as discussed below, and the deficiencies appear to

have contributed to customer dissatisfaction.

Rate Increase and Rate Plan Messaqinq Deficiencies

15 Response to Staff data request 5.13, Attachment APSAR00443, Acc Complaint No. 2018-151466, logged June 12,
2018.
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We believe the most significant problem with APS's CEOP was the lack of full disclosure with respect to

the rate increase and the variation of results customers could experience under the new rate plans.

. APS advertised the rate increase to be 4.5% or about $6 a month per customer. Apart from the

sentence "the impact on your bill will depend your actual energy consumption," APS did not

provide meaningful information about how much more of an increase some customers might

experience under new rate plans, especially if they change their usage habits. lt did not disclose

that the 4.5% / $6 estimate excluded potential increases in "adjustors," taxes and fees.

. APS's primary CEOP tagline, "Shift, Stagger, Save" and the names it gave to its new rate plans,

most of which begin with the words "Saver Choice," left customers with the impression that

once they moved to the new plans they would at best see reduced bills, or, at worst see savings

after they "shifted" their energy usage. This was not always the case:

O Some customers did not experience savings because they did not shift their usage and /

or they were not moved to "most economical" rate plans. In particular, customers who

were placed on the time-of-use Saver Choice plan or the one-part Premier Choice plan

were least likely to "save" as a result of their new rate plan. Many of these customers

perceived a second round of rate increase when they moved to new plans in 2018.

O Depending on individual circumstances, electric bills could increase as a result of the

change in rate plans even when customers selected the most economical rate plan and

shifted their energy usage.

When APS implemented rate increases in mid-August, 2017, the Company notified customers through a

bill insert. They also issued a press release intended to provide notice to the public through the media.

in both cases, the information provided concerning the rate increase was limited to notification of a

4.5% rate increase that would increase bills for a typical residential customer by about S6. The portion of

the bill insert dealing with the rate increase and changes in rate plans is shown below.

On August 15, 2017, the Arizona Corporation Commission (ACC) voted to approve the

settlement agreement in APS's general rate case. The decision, which took effect on

August 19, 2017, paved the wayfor investment in a smarter, cleaner energy
infrastructure, more choice and control through new rate options for customers,and
continued solar leadership for Arizona.The bill impact for a residential customer using

an average of 1,035 kwh per month is about a $6.16 per month increase, from

$135.54 to $141.70, or 4.5 percent. The impact on your individual bill will depend on

your actual energy consumption. The decision includes new rate options, with reduced
and realigned on-peak hours that create more choices for customers to control their

energy costs. No immediate action is required on your part. We will send additional
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communications in the future about how you can choose among the new plans

(emphasis added).16

It is not unreasonable to expect that most customers would have considered themselves to be about

average, and for them to expect their bills to increase by about $6 per month. During the last few

months of 2017, with cooler temperatures and lower power usage, most customers probably either did

not notice the August rate increase (as the checks they wrote to APS declined from the summer) or

noticed only a modest bill increase. However, in 2018, APS began to transition customers from their

existing rate plans to new plans, regardless of whether they had chosen a new plan. Certain adjustors,

which had been rolled into base rates, also began to increase. Some customers were placed into rate

plans with different rate structures and customers with a time of use component in their rate were

billed based on different peak hours. In order to minimize costs under the new plans, most customers

were required to select the most economical plan available change their energy consumption

habits.

Although APS had been promoting its "shift, stagger and save" message in various ways, the rate

increase notice sent in August, 2017 did little to warn customers of the potential bill impact of

impending rate plan changes, or changes in certain billing categories not directly connected with the

settlement agreement (adjustors, taxes and fees). Later, when the "personalized" letters were sent

notifying customers that they would be transitioned to new plans, the letters also contained no

information warning customers that they could experience bill increases of substantially more than $6

per month. Instead, the letters contained examples of available new rate plans, which had names

suggesting customers would save money compared with their existing legacy plan (i.e., "Saver Choice,"

"Saver Choice Plus" and "Saver Choice Max").

Not surprisingly, customers placed into plans with titles that began with "Saver Choice," who later

experienced what they viewed as a second round of rate increases, sometimes became dissatisfied and

felt that APS had been less than transparent about communicating what was going to happen. In terms

of dissatisfaction, it did not matter whether higher bills were due to changes in rate structure or to the

customer's failure to shift or reduce energy usage. Evidence for this can be seen in the customer

comments from the nonsolar "rate case" complaints, as summarized in the table below.

is Response to Staff data request 8.5, Attachment APSAR00013.
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Table 26-Selected Customer Rate Case Comments

Selected Customer Rate Case Comments - Informal ACC Complaints Filed in 2018

Customer CommentACC Complaint APS Complaint
Data Response Complaint

Attachment Date

180111065 2018-147711 APSAR00410

APSAR00417180214-058 2018148253

APSAR00422180228 120 2018148451

1 8 0 5 0 7 0 2 1 2018150227 APSAR00436

180618-050 2018 151575
he h s s  h  h ? l Iled h .

ASPAR00444 6/18/2018 t m w  Y I  l t  o  j g ca t  em

180828- 118 2018 153800 ASPAR00450

understand thatAPS needs to make a profit. But when APS public affairs

1/11/2018 reports that the average customer wont see more than a small increase,

and using their rate comparison tool I see I'll be paying on average $75 /

month more, I am outraged.

How is it that my rate can increase twice in one year? I have noticed an

2/14/2018 increase from last year to this year... And now I receive a notice that lm

being taken off of my current plan and being switched to a new one that

will increase my costs yet again.

Substantial rate increase was approved based on false estimates that

2/28/2018 average bills would increase on average of $6 per month per customer. In

addition new rate plans are being forced upon customers that will further

increase customer cost even though consumption [is] decreased.

The increase was advertised as $5 $6and stated by APS agents "may be

less because you only have S hours of ... peak power. In my case I ... see

5/7/5018 a radically different increase... Inly normalized rate increase is actually

11.5% ... for the same amount of kwh... I have estimated out the new

rate plans will at least cost $586 more this year."

lcould not undersand the rate plans so I called them they informed me to

take the Saver Choice plan. ldid and so my next bill was $732. lashed

..and found out I should have took

Saver Choice Max they said my bill would have been $456.... Keep in

mind every north this goes on I'm paying 30to 40% more than I'm

supposed to be... [NIO way is this a 4.5% rate increase."

Not only did APS raise their rates far more that] what was approved.

8/28/2018 They purposely, simultaneiously changed their billing structure so it was

more difficult to calculate the increase."

Source: Response to Staff data request 5.13

Ev aluation of CEOP Effectiveness - Solar Customers

At the end of 2018 APS had approximately 75,000 residential customers with solar panels

interconnected with the company's distribution system, representing approximately 7% of the

residential customer base. Decision 76295 and the associated March, 2017 settlement agreement

required that distributed generation (DG) customers who filed an interconnection application before the

rate effective date would be "grandfathered" for net metering. The specific settlement agreement

language states as follows:

As contemplated in Decision No. 75859, grandfathered DG customers will continue to

take service Underfull retail rote net metering and will continue to take service on their
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current tariff schedule for the length of the grandfathering period, whichfor APS are rate
schedules E-12, ET-1, ET-2 ECT-1, or ECT-2.

It was also established that residential customers who submitted applications to install solar would be
eligible for retail net metering under grandfathering provisions, as long as they submitted an application
by the end of August, 2017 and their system was approved by APS for installation by the end of
February, 2018. This created a surge in customer solar applications as the August deadline approached
and led to confusion about installation plan requirements. The surge in demand and attendant
confusion made it difficult for some applicants to get installation plans approved by APS, and so the
installation approval deadline was eventually extended to the end of May, 2018.

Solar Customer Outreach and Communication

APS's CEOP included communications with both solar customers and installers. These communications
are summarized below. Outreach included personalized letters to solar customers. Following are the
important areas in which the CEOP did not adequately inform solar customers and applicants:

• Non-solar customers were permitted to apply for solar until August 31, 2017 and receive
grandfathered net metering. lt was important for these future solar customers to understand
the benefit they would derive from net metering was dependent on the type of legacy rate plan
they had, and that they had until August 31 not just to apply for solar, but also to change their
legacy plan. We were unable to find any communication, either with potential new solar
customers, applicants or solar installers, which emphasized the legacy rate component of the
August 31 deadline.

. APS had a rate comparison tool which assisted customers in picking one of the new rate plans
approved in the settlement agreement. However, the tool did not provide the ability to
compare outcomes for solar customers with net metering under various legacy plan scenarios.
Overland is not suggesting APS should have spent significant funds to make the rate comparison
tool work for a relatively small number of solar customers. However, the fact that it did not
work for solar increased the importance of communication to explain the interplay between
legacy rate plans and solar net metering; something that did not occur.

. Personalized letters and other communications with existing solar customers also failed to
explain the interplay between net metering and their legacy plans, or that they had until August
31 to change their plans. However, the failure to communicate legacy plan information to
existing customers was less significant because, unless they were relatively new to solar and had
not already recognized the need to optimize their plan, they should not have been on legacy
rates with a demand component.
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The following table summarizes the important components of APS's communication with solar

customers and other "stakeholders" (installers, solar panel providers, etc.).

Table 27- Summary of Solar Customer 8¢Solar Stakeholder Communications
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Summary of Solar Customer & Solar Stakeholder Communications, 2017-2018

Summary of ContentsDescription
Target

Audience

Date & DR
Attachment

Source

Installers
8/21/2017

APSAROO388
Rate Review

Decision

Installers
8/21/2017APSAROO394 Resubmittal

Clarification

ReminderInstallers
8/31/2017

APSAROO389

Existing
Customers

Net Metering
Terms

8/1/2017

APSAROO402 1) States currently interconnected solar customers are allowed to stay on the EPR6 (legacy net
metering rate rider) for zo years from their Interconnection date;
2) This grandfathering right remains with the premises not the customer:
3) Customer applications received by EoD August 31 2017 will also be eligible for grandfathering
if the system is approved for installation by February 28 2018.
4) Customers applying after sept 1 2017 may be eligible for the RCP export rate which would
provide a credit for excess energy sent to the grid.
5) Technical information about RCP including limitations on the size of connected systems.
6) information about the interconnection application checklist under RCP new home
installations under RCP application resubmittals after approval experimental savers choice
tech lan" rate closure of the solar water heater incentive lan.
Clarifies that "due to concern" that the application resubmittal policy sent earlier in the day will
be postponed until after the 180 day grandfathering period is over.
States that APS is required to abide by the ACC grandfathering deadline of 8/31/2017 and that
"customers who have already requested a rate change by 11:59 PM today will be accommodated.
Asks installers not to tell customers that "rate changes" are available beyond this date.
informs existing solar customers:
1) Net metering terms extended for zo years for the date solar panels were interconnected "as
long as you remain on your current rate plan."
2) This right stays with the system if the home is sold.
3) Grandfathering applies only to net metering; you are still subject to rate increases approved
by the Acc.
4) As a grandfathered customer, you are not required to move to one of the new rate plans
approved by the ACC.
S) States more information can be found at aps.com/solar or by calling the customer technology
support team (provides phone numbers).

Se pt. 2017

APSAROO390

Customers Net Metering
Who Applied Terms, Including

for New Installation
Installations Deadline.

informs customers with applications for new solar installations:
1) Because you completed an application you will not be affected if your system is installed by
February 28 2018.
2) Net metering terms will be grandfathered for 20 years as long as you stay on your current rate
plan "even if home is sold."
3) Grandfathering applies only to net metering; you are still subject to approved rate increases.
4) No action is required, you are not required to move to "one of the new rate plans"

Installers
12/14/2017

APSARO0396

Grandfathering
Installation
Deadline
Reminder

Installers
1/18/2018

APSAROO397 Grandfathering
Installation
Deadline
Reminder

Installers
2/ 27/ 2018

APSAROO395

Grandfathering
Installation
Extension

1) Restates a summary of net metering terms and deadlines.
2) States that If installation Is delayed beyond 180 days of application due to "a third party of APS
through no fault of the Customer or the Customer's Installer Customer will have 270 days to
complete their interconnection."
3) States that production meters and utility disconnect switches must be installed in an area that
has 24 hour unassisted access.
1) Reminder that service entrance section upgrades (presumably performed by APS) can take 46
weeks.
2) States that :an installed system means that APS has received the approval (green tag) from the
Authority Having Juridiction (AHJ) by February 28 2018.
3) Notes that delay by the AHJ require proof that inspection requests "were made with
reasonable time for AHJ to process."
4) States that customer requests to change from one grandfathered rate to another
grandfathered rate will not be accepted after August 31 2017.
5) Notes that customers grandfathered (presumably for net metering) can keep their legacy plan
of "choose a new rate plan which would effectively forfeit their grandfathering."
1) States that "due to overwhelming demand" for solar installations submitted before the
August 31 2017 grahdfathering deadline APS has been sensitive to third party delays and have
been granting extensions within "guidelines outlined in Rate Rider Legacy EPR6."
2) States that APS has "decided to extend this same exception to all customers with a pending
solar grandfathered application," and they will be granted "a onetime extension with a cutoff
date of os/31/18."

Installers
Forum Invitation & 1) Invitation to attend the Stakeholder Interconnection Forum on May 8 2018.

2) Reminder that the installation deadline for solar grandfathering is May 31 2018.
Gra ndfatheri ng

Reminders

2-22

4/10/2018 and
4/24/2018

APSAROO392
APSAROO393

Source: Res onse to Staff Data Re rest 5.10
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Ng.: Meterinq and Legacy Enerqy Rates

Solar customers (current, at the time of the settlement, and future customers who submitted an

application to APS by August 31, 2017) were "grandfathered" into net metering. This meant they were

also "grandfathered" into the legacy energy rates governing what they consumed from APS, meaning

they were the only customers allowed to keep these rates after the new rate plans discussed above

went into effect. However, depending on the legacy rate plan they were on, the plan was "frozen"

(could not be selected by new customers) either in January, 2010 or in September, 2017.

In some circumstances it would have been advantageous for solar customers and applicants to switch

the legacy rate plans they were on (see the complaints discussion below) to other legacy plans. In

particular, future solar customers (applicants) who found they were on a legacy plan with a demand

component would, in most cases, have found it beneficial to change their plan to one without a demand

component. APS permitted this, but only until August 31, 2017, the deadline for new solar applicants to

qualify for net metering. After this point in time, if an existing or future solar customer found

themselves on a plan with a demand component, or if they were on a two-part rate and their installer

told them they would receive a greater benefit from a one-part rate (no TOU component), they were

limited to the plan they were on unless they wanted to forfeit grandfathered net metering.

We reviewed the communications listed in the table above to see whether APS notif ied its existing

customers, new solar applicants (who submitted applications by August 31, 2017) or even solar

installers, that the August 2017 grandfathering deadline applied not only to net metering, but also to

changing legacy energy rates. We found no such APS communications.

It is noteworthy that solar installers should have known the potential advantages and disadvantages of

dif ferent legacy rate plans, and we expect they notif ied customers and applicants of this in many

cases.171'* In particular, customers on legacy rate plans that included demand components (tariffs ECT1R

and ECT2) would probably have found it advantageous to switch to either the available time-of-use rate

(ET-2) or the "standard" one-part block rate (E~12), and in some cases customers on ET-2 might also

have found it advantageous to switch to E12. However, advantageous changes were not always made

in time, as evidenced in part by nearly 3,500 solar customers who remained on legacy rate plans with

demand at the end of 2018.

17 APS stated that "installers were aware that upon the effective date of the new rates, any customer who was eligible
for solar grandfathering would not be eligible to switch between legacy rate pans after August 2017" (Response to Staff data
request 7.8, item d1.) However, it should be noted that Overland has been unable thus far to locate any documentation that
shows that information specific to the deadline for changing legacy rates was communicated to installers.

18 Second-hand references to communications between customers and installers included in some solar customer
complaint files suggests that solar installers typically estimated customer benefits under net metering using the E12 "standard"
(onepart rate).
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Factors Contributinq to Solar Customers Failure to Make Informed Choices About Leqacy Rate Plans

Overland believes the factors contributing to grandfathered solar customers remaining on legacy rate

plans other than the plan they preferred is largely the result of the following:

.

.

APS's messaging to solar customers and potential new solar customers did not inform them of

either the August 31, 2017 deadline for changing legacy rates or the potential advantages of

doing so.

Other APS messaging, in particular, the messages sent in personalized letters and posted on the

APS.com rate comparison tool page, served to create confusion among current and future solar

customers prior to the August 31, 2017 deadline. As made evident by some solar complaints,

existing and future customers were sometimes unaware, before it was too late, of the potential

advantages of various legacy rate plans under net metering, in part because they believed that

nothing was required of them to take full advantage of the net metering rules. We believe

messages such as the following reinforced this belief:

O "No action is required on your part. As a grandfathered solar customer, you will not be

required to move to one of the new rate plans recently approved by the ACC." (Letter

sent to existing solar customers in August, 2017)" (emphasis in the original).19

O Attention Solar Customers: Please note that Grandfather (sic) Solar Customers and

those Solar Customers who are in the queue awaiting interconnection are NOT required

to select a new rate plan" (emphasis in original) (APS Rate Comparison Tool on the

APS.com website).20

This confusion became evident when we reviewed complaints registered by solar customers,

most of whom complained when they found out they could not change legacy rate plans after

August 31, 2017 and had been unaware of the need to do so prior to the deadline.

. As customers submitted solar applications on or near the August 31, 2017 deadline, the time

available to consider and request a legacy plan change was short, and in some cases, the solar

application and the rate change request would have had to have been submitted on the same

day (August 31, 2017). Even to the extent solar customers and applicants had the time to

consider a rate plan change, APS's rate comparison tool did not incorporate legacy rate plans or

retail net metering, both of which would have been necessary for solar customers to take

advantage of the tool.

19 CEOP Filing Docketed October 26, 2018, Attachment C, p. 85
zo Rate Plan Comparison Tool, "Service Plan Compare" notes.
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Solar Customer Complaints

We selected a sample of complaints from APS's self-maintained database of "rate case" complaints 2018

and requested the associated complaint files maintained by Aps.21 The sample consisted of 52

(approximately 20%) of 257 rate case-related complaints handled by APS's Consumer Advocate's office

in 2018.

Of the 257 "rate case" complaints APS logged in 2018, 46 (18%) were classified as solar complaints, an

amount that was disproportionately high compared with APS's solar customers, who accounted for less

than 8% of the residential customer base at the end of 2018. Most of these were filed as "informal"

complaints with the Acc and most were summarized by APS in its database under a single description:

"Solar customer questioned the grandfathering of legacy rates." Our sample of 52 complaints included

13 of these, and we analyzed these in detail.

Solar Complaints For Which APS Denied Requested Legacy Rate Chanqes

Most of the solar complaints in our sample resulted from customers who became aware in 2018 that

they were not on the legacy energy rate they desired, but when they inquired were told by APS that

they were past the deadline and could not change their rate unless they wanted to forfeit net metering.

The following two solar customer statements are typical of complaints filed with the Acc and included in

our sample:

ACC Complaint Number 2018-150528, APS Complaint Number 180515-051, Filed Mav 11, 2018:

/signed up to lease solar panels to cover100% or more of my annual energy usage on

8/25/2017... I was not asked what rate plan I would like to be grandfathered into, not

advised of the energy plan recommendations with [the] system l was installing or the

due date to change my rate plan ... I called APS multiple times to try and change my

plan and I explained what had taken place but they stated it was out of their hands. This

is why /'m contacting [the ACC]. /should not be penalized for the lack of information

relayed to me by the installer who was just trying to get a sale before their company

went out of business."

ACC Complaint Number 2018-150371, APS Complaint Number 180511-038, Filed May 15, 2018:

We currently are in our 3rd month of using Solar. Our system has only been fully

operationalfor 1 month. We have received significantly higher bills than expected or

what was promised when we made the switch. We first attributed this increase due to

21 Response to Staff data request 5.13.
zz Response to Staff data request 5.13, Attachment APSAR00438.
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the fact that 1/3 of our panels were not working for the first two months. However, we

learned today (after hours of back and forth calls) that the cost increase was due to the

"Demand" portion of our bill. This led down a path of discover[y] ... and in our minds...

misinformation.... Please keep in mind that our paperwork was submitted and

accepted at 9 pm on August 31" [2017]. AT NO TIME did [E]lite [S]olar (sales co.), Sun

Run (the Monitoring co.), Titan (the physical installation co.) or APS (the energy co.)

notify us that the Grandfathering portion also required us to physically call in to remove

the Demand portion of our billing to see the savings. What we were told is, 'do nothing'

aside [from] have your paperwork in time prior to midnight on August 31".23

It is clear from these complaints and others shown in Attachment 2-2 that at least some, and perhaps

many, solar customers were uninformed and unaware of the need to make changes in legacy plans at

the time they applied for solar installations.

We believe that proper messaging from APS concerning changes in legacy rate plans, targeted primarily

to solar applicants, but also to their installers, would have prevented some, or perhaps all of these

complaints. The messaging could have stated that solar applicants should consider whether their

existing legacy rate plans might warrant changing given the solar net metering rules, and that these

changes would have to be made either at the time of submitting their solar applications, or prior to

September 1, 2017. Customer messaging should also have emphasized that customers applying for

solar installation might not be under the rate plan that the solar company used in estimating savings for

the customer, and that it was the customer's responsibility, not the solar company's, to ensure they

were on the correct rate plan prior to the deadline.

Solar Customers Allowed Leqacy Rate Chanqes After the Deadline

Our sample contained two complaints for which APS granted the solar customer a change in legacy rates

after the August, 2017 deadline. These are noteworthy because they indicate a possibility that other

solar customers who are not in the database because they had their rate plan requests granted after the

deadline were treated differently than the customers that appear in the complaint database. The

circumstances which led to the following two customers being recorded in the rate case complaint

database are unique in some respects, but they have in common the appearance that APS had to stretch

logic to justify granting them an exception to the rule. It begs the question as to whether this was done

for other customers (who would not, but for these unique circumstances, appear in the rate case

complaint database), and if so, whether APS treated its solar customers consistently with respect to

post-deadline requests for rate plan changes.

APS Complaint Number 180220-089, Logged February 20 2018:

23 Response to Staff data request 5.13, Attachment APSAR00437.
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This customer had solar panels installed in July, 2017 and was on legacy tariff ECT-1R (a demand rate).

He had contacted APS'S Customer Service department, which, per procedure, had denied his request to

change rates as it was past the deadline. However, instead of proceeding to submit a complaint to the

Acc, which would have then referred it back to APS's Consumer Advocate's office, this customer

contacted APS's External Affairs department, which was more sympathetic. In an internal email dated

February 20, 2018, External Affairs noted that although "we did send a notification to this customer

towards the deadline advising them they are grandfathered as long as they keep whichever rate they

are currently on, APS received no response from [redacted] to change his rate." External Affairs further

states "it is not be (sic) entirely [redacted] fault that he did not call us to change from ECT-IR to a more

beneficial rate by 08/31/2017." The letter concludes "This account was caught up in delayed billing once

his solar became active at the end ofluly. We issued him a bill on 07/13/2017 and did not issue another

bill until the end of September. Therefore, he would not have realized that he was on the wrong rate."

As a result of this email, on February 21, 2018, APS Customer Service (it appears) "informed him I would

be willing to make an exception on his behalf and allow him to change legacy rates and maintain his

grandfathering status due to the delayed billing."

There are two things that make APS's decision to grant an exception in this case unique:

The customer's decision to contact APS External Affairs instead of the ACC. Had the customer

filed a complaint with the Acc, it would have been dealt with by the APS Consumer Advocate's

office, which probably would have denied the request, per procedure, and the story would have

ended there.

• This customer would not have likely "realized he was on the wrong rate" but for the delayed

billing. Even if the bill had been timely (i.e., received prior to August 31), there is nothing about

the APS's bill messaging that would likely have prompted the customer to consider changing the

rate he was on before he interconnected with solar. The messaging a timely bill would have,

according to the External Affairs email, included "a notification... advising them they are

grandfathered as long as they keep whichever rate they are on." lt is difficult to see how this

message would have compelled the customer to seek a rate change; in fact, it might have had

the opposite effect.

ACC Complaint Number 2018-150984 APS Complaint Number 180220-089 Logged May 31, 2018:2*

This complaint was filed because this solar customer, after having been granted a post-deadline change

in her legacy energy rate, was unhappy about not having APS issue her billing credits for the difference

between her old and new legacy rate going back to 2016, instead of just to September 2017. Apart from

this complaint about a back-billed credit, APS had concluded two weeks before the complaint that the

24 Response to Staff data request 5.13, Attachment APSAR00442.
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customer's request to change her legacy demand-based rate should be granted, despite being almost 9

months past the August, 2017 deadline:

[Redacted] called APS to discuss her rates. She stated she would have requested to

change frorn the ECT-2 rate in 2016 when her PVsystem was interconnected to avoid the

demand rote. APS advised her the Company did not receive any request from her to

change rates. She then stated her solar installer may have made the request on her

behai APS informed her that installers cannot make rate change requests on behalf of

a customer. She then requested to speak with a supervisor...[to whom] she advised she

likely called the Company three years ago to change from the ECT-2 rate. The APS

supervisor reviewed the account andfound no record of her contacting the Company to

change rates. However, APSfound that she called in June 2017and spoke to Customer

Service to question the payment arrangement she established via the IVR (emphasis

added). The APS supervisor stated that was an opportunity for her to be transferred to

the Green Team (team dedicated to assist solar customer.)Therefore, APS offered to

allow her to change to the ET-2, Time Advantage 7pm-Noon [a two part time of use rate]

in the spirit of customer service.

This customer's circumstance is nearly identical to those of other solar customers' whose requests to be

granted after-deadline legacy rate changes were denied. It appears APS twisted itself into a logical knot

in order to conclude that an exception should be made "in the spirit of customer service." For example,

as the investigation notes indicate:

.

.

Two different APS employees found that the customer was mistaken in believing she had

contacted the Company concerning her legacy demand rate, and that she had not requested to

change it prior to the August 2017 deadline.

The supervisor used the hook of a contact that involved an entirely different subject (payment

arrangements) to conclude that APS had "missed [an] opportunity" to forward the customer to

an entirely different department, which the customer never requested. Based on this "missed

opportunity," APS concluded the customer should be granted an exception and be placed on a

different legacy rate in May, 2018.

Aside from the questionable logic used to justify it, this exception is troubling because it only came up in

our sample because the customer persisted, after being granted her rate change request, to complain

about another matter. lt raises the possibility that a significant number of other solar customers with

circumstances similar to customers whose requests were denied, were granted their requests to change

legacy rates after August 2017, and that the outcome of post-deadline requests to change legacy rates

depended on who at APS handled the matter, whether the customer persisted in requesting to speak

with a second person (supervisor or different), or differences that had little or nothing to do with the

circumstances leading to the request.
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CEOP Expenditures

Overland reviewed the CEOP expenditures authorized by the settlement agreement approved in

Decision 76295 (the CEOP authorization). We examined the expenditures to determine the following:

• Whether they were directly associated with the CEOP,

• Whether they appeared reasonable in nature given the objectives of the CEOP,

• Whether they were incremental to implementation of the CEOP (as opposed to expenditures

that would have been made absent the CEOP).

CEOP Expenditure Projects and Cost Categories

We requested APS provide details of the expenditures under the $5 million CEOP authorization. APS

provided the following list of projects and expenditures that had been made through February, 2019.

Table 28- APS CEOP Expenditures

Project TitleProject #

APS CEOP Expenditures

September, 2017 through February, 2019

Amount

Expended

DSM2187 Rate Analysis

DSM2188

DSM2189 S1, 198, 266

System Integration &Testing

Materials & Printing

DSM2190 NonResidential Education

DSM2197 Customer Tools

Mass MediaDSM2198

DSM2189 Outside Services / Agencies

DSM2190 Roadshows

Project Description

Analysis of rates for personalized communication
$1,165,080 with APS residential customers, including the rate

comparison tool.
$298,073 IT and technical implementation costs

Print and mail personalized communications to
residential customers paid to outside printers.

$9 335 Communications about rate changes to non-
' residential customers, including a rate workshop.

Sweepstakes program costs, including the costs of

$1,364,966 10,200 smart thermostats and 2,500 "smart plugs"

given to residential customers

Customer communication through radio, outdoor

$757,637 billboards, community print ads, and social media

digital and interactive ads throughout APS territory.
Marketing agency fees, support for conducting

$52 465 customer focus groups on service plan features
' naming conventions and service plan options, and

Spanish language consulting services.

Travel costs associated with rate review community
$2,012 open hours hosted throughout Aizona to provide

information and answer customer questions.
$4,847,834Total CEOP Projects

Source: Response to Staff Data Request 2.62

APS also provided information about the nature of the costs underlying its CEOP expenditures.
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Table 29- APSCEOP Expenditures by Cost Type

APS CEOP Expenditures by Cost Type

A m o u nt

$4,279,777

$94, 137

$473,921

$4,847,835

Type of Cost

Outside Vendor Materials and Services

APS Employee Payroll and Overheads

Internal Cost Allocations or Transfers

Total CEOP Expenditures by Cost Type

Source: Response to Staff Data Request 2.62

Review of CEOP Payments for Outside Materials and Services

Through February, 2019, 39 vendors have provided materials and services categorized as authorized

CEOP expenditures by APS. We selected the three largest vendors, in terms of total payments, and

examined the nature of the amounts spent on the materials and services they provided. The selected

vendors, summarized below, accounted for 62% of total CEOP expenditures on outside materials and

services, and 54% of total CEOP expenditures.

Table z-1o-APSVendors Accounting for Significant CEOP Outside Materials and Services Expenditures

APS Vendors Accounting for Significant CEOP Outside

Mater ials and Services Expenditures

Company Project

Rate Analysis

Customer Tools

Mass Media

GridX Inc.

LUX Products Corp.

Lavidge Co.

Amount

$877,500

$1,025,294

$735,084

$2,637,878

$4,279,777

62%

Total These Vendors

Total Outside Provider Expenditures

Pct. These Vendors

Source: Response to Staff Data Request 5.14

In each case, the expenditures were for services and materials related directly to customer education

and outreach activities.

Services Provided byGridX Inc.

APS stated that the services provided by GridX were related to customer-specific rate analyses used in

the personalized communications APS employed as part of its customer education effort. Specifically,

GridX developed application programming interfaces (Apls) to provide results of APS's analysis of the

costs that individual customers would incur under the new rate plans and rates authorized by the
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settlement agreement. The Confidential Statement of Work (SOW) accompanying the August, 2017

GridX Agreement for Consulting Services indicates the following objective and scope: 25

The primary objective of the proposed Project is to set up and deliver a set of cloud-

based, real time and batch rote analysis services to support ApS's rate marketing and

customer outreach.

Phase 1 scope includes:

• Set up and configure a cloud-based enterprise billing analytics engine for APS;
• Model and validate all in-scope rotes based on cost of electricity used including riders,
adjusters, taxes andfees,

• Perform initial batch rate comparison analyses for all APS' residential customers using
their personal (actual) historical consumption no later than September 29, 2017 (see

Exhibit A). The rate comparison analyses will compare all in-scope customers 12 months'

bills under the transition rates to all eligible new rates (see Exhibit 8);

• Identify winners and losers (through calculated values) in the GridX output based on
the above analyses to help APS better target customers with rate marketing campaigns,

» Securely send the analysis results to APS,

Phase 2 scope includes:

• Perform batch rate comparison analyses for all APS' residential customers using

mod/wed load projWes based on APS supplied load modification logic;

• Segment and track APS customer transition to new rates using updated APS provided
data sets andupdate subsequent analyses results highlighting those that have not

moved to a new rate,

• Support billing modelfor multiple Service Points (SP);
• Operationalize the data integration with APS to refresh the data on a weekly basis.

In August 2018, APS and GridX entered into a change order under which "GridX will develop a customer

load modifier to enable rate analysis based on certain behavior changes, expand the scope of the

current batch analysis service to incorporate this alternative load profile, and enhance the output file

provided to APS to include a set of 'Phase 2' data eIements."26 APS also entered into a contract

amendment with GridX which provided for a "setup project" to be completed by July 20, 2018 and "on-

going service delivery" that appears to have continued beyond July, 2018 and may have included work

that is outside the scope of the CEOP expense authorization." APS stated that GridX is expected to

25 Response to Staff data request 5.14, Attachment ASAR00458, GridX Agreement dated August 25, 2017 Confidential
Statement of Work, p.3. [CONFIDENTIAL]

26 Response to Staff data request 5.14, Attachment ASAR004S9, GridX Change Order No. 1 dated July 19, 2018,
Appendix A Statement of Work, p.4 [CONFIDENTIAL]

27 Response to Staff data request 5.14, Attachment ASAR00460, Amendment No. 1 to Consulting Agreement No.
700684828, Appendix A, Statement of Work No. 2, pp. 45. [CONFIDENTIAL]
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provide on-going services to maintain the rate plan / rate tools they developed through the year 2020.

The company further stated that GridX services directly supporting the CEOP effort and rate tolls were

provided from 2017 through May, 2019. Services beyond May, 2019 were paid for with funds outside of

the $5 million CEOP expenditure authorization."

The expenses for GridX incurred by APS as part of the $5 million in authorized CEOP expense were

associated with work to develop and improve the APS rate plan / rate comparison tool. As such, we

believe they were properly classified by APS as CEOP expenditures and directly contributed to the

production of the APS rate analysis tool that was a primary component of the CEOP.

Materials Provided by Lux Products Corp.

APS described the payments to Lux Products as "costs associated with the sweepstakes program that

gave away smart thermostats to eligible residential customers."29 To support the payments to Lux, APS

provided a copy of a purchase order signed and dated December 13, 2017 (APS) and December 15, 2017

(Lux). The purchase order supports $728,000 of the approximately $1,025,000 in payments to Lux and

lists the following items:

.

•
4,000 Lux GEO-WH03 @ $90 each = $360,000

4,000 Lux GEO-WH-03 @ $92 each =. $368,000

Through an internet search, we confirmed that the Lux GEO-WH-003 is a vi-fi programmable thermostat

that can be purchased for $97.84 at Home Depot." A website search also shows that the same product

can be purchased on Amazon for $94.99. The product may have been more expensive in 2017, which

may explain why APS did not receive much of a discount relative to current retail prices. APS's data

response to our initial request for CEOP expenditure support left $297,000 in payments to Lux

unsupported. In response to follow-up discovery, APS provided a copy of a change notice which

supported an additional $203,000 for an additional 2,250 thermostats. APS stated the remaining

$94,000 was sales taxes associated with the purchase of all of the thermostats."

Services Provided by Lavidqe Co.

APS described the expenses associated with Lavidge as "customer communication through radio,

outdoor billboards, community print ads, and social media digital and interactive ads throughout APS's

service territory."32 The Agreement for Consulting Services with Lavidge contains a sow that indicates

the scope is "to provide ... digital and media services as requested and directed by Company

zs Response to Staff data request 7.1.
29 Response to Staff data request 5.14.
30 $97.84 is the price advertised on the Home Depot website on April 19, 2019.
31 Response to Staff data request 6.18 and Attachment APSAR00543 (Change Notice for additional thermostats).
32 Response to Staff data request 5.14.
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Designated Representative." as The sow also contains a list of "overall strategy" points and "key

positions and responsibilities." The SOW is generic, dated more than a year before Lavidge payments

appeared in CEOP project orders, and cannot be directly associated with the CEOP, meaning that its

work elements and deliverables could be associated with the CEOP or any other APS media

requirements. However, in response to a follow-up data request, APS provided invoice detail which

demonstrate that Lavidge segregated its work for APS that was associated with CEOP projects, and that

the work consisted primarily of promoting APS's rate migration information." Support for all but

approximately $2,000 of the Lavidge invoices was provided and is summarized in the following table."

Table 2-11- Lavidge InvoiceSupport

November 2018 Plans Interactive Media

Rate Migration Concept Development

Rate Migration Display

Rate Migration Display Ads

Rate Migration Face book Ads

Rate Migration Interactive Media

Rate Migration Letter

Rate Migration Letter& Insert

Rate Migration Letter & Insert Spanish

Rate Migration Letter Spanish

Rate Migration Magnet

Rate Migration Media Planning & Buying

Rate Migration Outdoor

Rate Migration Print Ad

Rate Migration Radio Script & Production

Rate Migration Traffic Radio

Service Plans Digital Radio

Total

Lavidge Invoice Support
August 31, 2017 through December 30,2018

Project Description Amount
Bi lled

s 90,930

8,513

8,475

8,506

1,594

212,949

12,001

1,463

1,463

1,388

1,800

359,748

1,426

8,813

8,769

750

4,434

$ 733,022
Source: Response to Staff data request 7.2, Attachment
APSAROO550 [CONFIDENTIAL] Staff 7.2

so Response to Staff data request 5.14, Attachment ASAR00460, Amendment No. 1 to Consulting Agreement No.
700684828, Appendix A, Statement of Work No. 2, PP 45. [CONFlDENTlAL].

34 Response to Staff data request 7.2, Attachment APSAR00550 [CONFIDENTIAL].
35 Although the project descriptions "November [2018] Plans Interactive Media" and "Service Plans Digital Radio" do

not necessarily appear to be tied to the CEOP based on project description, invoices associated with them are linked to the
same Lavidge purchase order as the invoices described as "Rate Migration."
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Review of "Employee Salaries and Related Overheads"  Charged to CEOP Project Orders

A total of $94,137 (2%) of the costs charged to CEOP project orders consisted of "payroll" and related

payroll taxes." APS stated that "[m]ost of the labor expenses associated with outreach, education, and

transition of all customers were absorbed in the APS business units and not charged to the $5M

allocation." This procedure is appropriate given that internal APS labor costs, apart from employees

hired for the purpose of working directly on CEOP efforts, would not have been incremental to the

CEOP, as such, the costs should be recoverable by APS through base rates rather than through special

funding, such as the CEOP authorization. APS further stated that the $94,137 in labor expense charged

to CEOP project orders was associated with contractor resources needed to supplement APS staff during

"stabilization."37

In response to a follow-up data request, APS acknowledged that the payroll expenses charged included

time associated with 12 employees. How much of the $94,000 in payroll is incremental contractor

expense and how much is non-incremental employee payroll is unclear, however, as noted above, total

payroll constitutes only about 2% of total CEOP expenses, an amount we judge to be immaterial. APS's

response to our data request concerning payroll charged to CEOP projects stated as follows:

Over 200 APS employees and contractors worked on the customer

outreach, education and transition project. Of these 200 employees,

12 APS employees did charge their time to the 55m authorization

for incremental work directly tied to the outreach, education and

transition of customers. Eleven of the 12 employees work in IT and

the remaining employee works in Customer Service. As stated in

APS's Response to Staff 2.63, APS spent approximately $3A4 for

technology enhancements not charged to the $5M authorization.

This additional Sam included incremental system upgrades and

con tractor labor. 38

Review of " InternaI Cost Allocations or Transfers"  Charged to CEOP Project Orders

APS charged a total of $473,921 for what it describes as "internal cost allocations or transfers" to CEOP

project orders." Nearly all of this, $471,682, consists of "materials and supplies" described by APS as

"printing and mailing costs for personalized communications to residential customers using APS's print

shop....Hao To the extent the print shop incurred expenses were incremental to CEOP activities, and

they would not have otherwise been incurred, we agree that it was appropriate to apply the costs to

CEOP project orders.

36 Response to Staff data request 2.62, Attachment APSAR00344.
37 Response to Staff data request 2.62.
38 Response to Staff data request 6.19
39 Response to Staff data request 2.62, Attachment APSAR00344.
40 Response to Staff data request 2.62.
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We asked APS to provide support showing that printing and mailing costs charged against the CEOP

authorization was associated with customer outreach. APS provided a worksheet showing

approximately 200 individual amounts charged to "DSM2189 - Materials and Printing" and totaling

approximately $465,000. The line descriptions associated with the charges indicated they consisted

primarily of direct mail associated with customer rate migration." Based on this, we are satisfied that

the amounts represented incremental costs associated with the CEOP.

41 Response to Staff data request 7.4, Attachment APSAR00551.
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Attachment 21Sampled APS "Rate Case" Customer Complaints - non-Solar

DR Attachment Cnmplatnl INgerCnmplemr Summary
APS Acc

Complain! •r Complaint l|'

I
II

_

1/3/2018 Confused about rate plan choicesRate plan change
180103

015
Blacked Out

by APS APSAR00407 details on the new rate plans and Info has been different with each customer rep

(12/13/20171APS sen! a vale plan recommendation letter recommending rate plan rou£ Saver Choice.

(12/19/2017) Customer called APS wanted them to perform a rate comparison.

(ot/09/1s1 APS Customer Advocate attempted to phone the customer was unable to reach sent letter a letter
offering to discuss concerns.

(Ot/24/1B) 1st letter to customer: After a telephone discussion. APS sent a letter recapping issues: 1)

investigation found account would be transitioned to most l ike Saver Choice rate sometime between March

and mid April 2018. 2) ACC approved the settlement agreement details on the ACC website incl rate
schedules 3) States outside company not permitted to lest APS meters. Offers meter test for $93

(03/09/18) 2nd letter to customer: As a courtesy APS is allowing customers to change their rate twice In the

next 12 months due to new rates. States customer has one additional time to change ...to a different rate

Customer lacks internet access says has called several times to get details (04/02/1018]3rd letter to customer; This is a fol low up to our phone cony. Sent a copy of the customers
regarding the last rate case and has been able to get the same answer twice. Needs bills from Feb thru Sept 2017 and rate schedules listing the unbundled changes on premier Saver and Saver

Choice Plus rates Explained how demand is calculated.

she spoke with. Asked to speak with Manager 8 of a Supervisor who didnt have the (05/29/2018)4th letter to customer: Attachments for saver choice max plan summary peak hour usage
answers she needed. Wants answers to rate case questions. brochure how peak usage is calculated.

(06/21/2018) Sth letter to customer: Confirms that meter was tested and accuracy rate of 97% or better.

(07/17/2018) APS contacted the customer and stated that the R2 rate would have been about $1 more than

R3 for the luly bill. Explained how demand was determined. Customer would not accept that company had

sent her everything they can and asked to have specific into sent in writing.
(07/18/2018] APS reviewed the customers request from the previous day and dedlned to send the

information as lt had previously been sent.

(08/17/10181 Customer contacted APS. requested APS do a rate comparison. APS stated this could be done on

the website. Customer stated she das not use the internet. APS performed a rate comparison and advised her
that R2 (Saver Choice Plus] would be about $80 more annually and TOEE l5avers Choke) w/b $283 more both

compared with R3 (Savers Choice Max).

(01/10/2017) Spoke with the customer re his concerns. Customer did not understand why the bil l  for the
outdoor l ight in his mobile home park had increased by about sts per month. APS advised customer that the

1/8/2018 Rate increase I high bills
1a0 1o8

D39
2018.

147637 rate Increase for his type of service. This is a street light in his mobile home park.

States customer was referred to the Acc because his bm went up $15 and lt was

AP$AR00408 the ACC h o a o ed he ate! c e Se. Cus o e sw ts so neo e o e I  .  t h e
w p e r v t Y n  r a t  m  r an n  x *P am increase was due to the custoemr account and metering charges and are based on the number of days in the

bill. Customer ended the call.

(01/17/2018) APS sent a letter to the AGs office stating that it investigated the concerns and found the

customer was on Time Advantage 7pmnoon rate (on peak from noon to 7prn] as of January 2018. States APS
mailed a letter on 12/t3/18 to assist customer in selecting the best rate and the letter advised the Saver

Choke (TOUE) rate whkh is comparable in rate structure. based in energy usage through August 31 1017.
States the letter encouraged visiting the APS website to perform a rate comparison. States customer

contacted APS on 1/4/18 and requested change to premier Choice nonTolJ rate.) APS changed vale per his

request. APS states called again on 1/17/2018 (after complaint was fi led but did not speak with customer.
AFSAR004091/10/2018 Unable to select desired rate planRate plan change

1so11o
o ss

AG
Complaint

Customer states received a mailing from APS dated 12/17 stating service plan was

being discontinued. Customer states the letter stated the best choice for a new
plan was Saver Choice. Customer states when he went on the website and

performed a comparison the company indicated an Increase in the annual bm.

The online comparison also indicated Premier rate plan would result in a decrease.

Customer states he notched verbiage indicating the recommendation noted was in
much smaller lon! as compared lo the rest of the verbiage In the hard copy

marlirxg. States If he had not gotten on Ime and had relied only on the letter. he

would have ended up with a projected blllrng Increase for 201B Intentionally by
ANS.

APS included a copy of the rate transllion letter sent to the customer in the complaint fi le. It shows: 1) Saver

Choloe as (the onlyand the recommended rate lsavlng $27 per year compared with current plan) Z) Notes.

in smaller font just below the recommendation (nor in a footnote) that comparison is based on historical

usage 3] Encourages. in the larger font the customer to pick a plan at aps.com/pickaplan.)

1/11/2018 Rate increase I high bills
180111

o ss
2018

147711

(12/13/2017) ANS mailed a letter recommending the R3 (Saver Choloe Max) rate plan.

(01/17/2018) APS contacted the cutomer discussed available rates and recommended R3. Customer stated

the rate comparison tool also showed R3 rate was the best rate. Customer was interested in solar APS stated
they would send a solar trained supevisor lo give hlrn a call to assist and customer was appreciative.

Customer also stated had Installed a NEST smart thermostat and had received a rebate from an APS smart

thermostat program. Customer said it had been an easy process to get the rebate

Customer signed a petition to have Acc reconsider the rate hike because this is

ridiculous. Customer left the DC area (moved to Scottsdale) because customer
was tired of being misrepresented and underrepresented in the politics there and

tired of political cronyism and sees the same awful politicians underservlng my
AP$AR004i0 views again. States understands APS needs to make a orbi t. States when APS

Public Affairs reports the average customer wont see more than a small increase
and using their rate comparison tool I see Ill be paying an average $75 a month

more I am outraged. Says (apparently to the ACCI Get APS under control. lwl l l  ..

. vote based .. on how this ANS issue goes.
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DR Attachment Cnmplatnl INgerCnmplemr Summary A9$ Response and Dale of Response
APS Acc

Complain! ll Complaint n

I APSARD04111/17/2018 Rate increase / high bills (E3 Program)
180117

082
2018

147600

(02/01/2018) APS called the customer and found she understood why she was billed an additional $9 (due to

the meter estimate). APS says the customers major concern was the increase in her bil ls in 2017 compared
with 2016. APS explained the increase was due to the Energy Support (E3) program changing from a tiered

discount to a flax 25%. Customer stated her belief that this is dlscnmlnatlon against the elderly and Me low

income community. Provlded customer with a phone number to seek financial assistance.

Customer does not understand why the automated system tells her she owes $8
after paying her bill. States she is not longer getting the same law Income discount.

States she finally got a person [at APS] who told her the meter read was not correct

so her bill was estimated after it was sent which Is why she owes more Customer

states she tried to speak with an APS supervisor but had to hang up before the
supervisor was put on the phone.

7 1/24/2018 Rate plan change
180124

109
2018

147903
Unhappy with high bills under available Plan

dwokes

Customer states had contacted APS to find a plan comparable to what he was

APSARO04X2 already on. States they looked at 3 plans and as a minimum he would have to nav

between $400 and $500 more. Stated he wanted the executive office low the
ACC?) to contact him and see what they could do.

112/13/2017) APS mailed a letter recommending they change to the R 3 Saver Gioice Max rate plan

(Ot/23/2918) Customer contacted APS regarding the irate transition) letter he had received. ANS discussed
rate plans available advised R3 would be the best. Customer stated did not want to switch rate plans and

would wait for APS to automatically switch him to the R3 rate during transition.

(01/30/2018) APS contacted customer regarding concerns. Discussed the rate increase in detail. Customer

inquired as to the cost difference going on the R3 rate. Informed customer that the rate comparison tool
showed the rate to be more costly but based on his energy usage and does not include any behavioral

changes with the new onpeak hours Told customer that with changes during the 78pm timeframe. the cost

increase he was seeing on the rate comparison would be less. Additional customer had solar questions. which
APS addressed.

2/1/2018 Rate increase / high bills (BB reset)
zoxa

148063
18020z

003

(11/14/20177 APS emailed the November bill of $247 and included a message advising that budget billing
payment would be adjusted In the following month to $328 due to the average bill amount :hanging and the

debit BB balance of $9o4.

(12/13/2017] APS mailed a letter recommending this Saver Choice Max plan (R3).
(01/19/1018] Customer contacted APS stating they had not been notified of the rate increase from the prior
August. Due to the BB payment increase the debit balance was reduced to $705 [from $9o41.

(2/6/2018) APS customer rep call and left a message. AZ this time they have not returned the call

(02/09/2018) Customer contacted APS regarding her concerns. Stated APS had changes their rate and on peak

time without notice. Adverd customer their rate had not been changed and were stil l on ET2 with an on peak
time of 7pm to noon. Ehcouraged customer to look at their bill on the APS website . Discussed the increase In

the monthly budget blll lng payment. Informed customer that prior to the rate Increase In July 2017 they had a

$570 B8 balance. However by October the BB debit balance had increased ro $946. In an attempt to bring this

down APS increase the monthly payment to $328. Advised customer their debit balance was down to $377 as
of 2/9/2018. Offered to adjust the BB payment to $293. Customer repeated corxcems about how rate

increases are communicated to customers and thanked APS for addressing her concerns.

Customer states APS rate hike disgraceful and poorly handled. States rate was

raised 2 days after Acc approval with NO warning to the public. Customer states

was told there was a notice in the bill ing after the rate change however. customer

has paperless billing and there was no notice in the email bill received. Would have
had to open the bil l go to the web site and read the notke there. Secondly. there

was no attempt to let the public know that ... the time of day had been changed

from 7 ro8pm As someone who has been on time demand for years I was careful

APSARUOMS not to use electricity before 7 pm. By changing the time and not notifying the
public they put me in a position of going over and they could charge me the highest

rate tor the entire month. This resulted In a $327 saver payment in Dec and .an

when my normal payment was $x47. u was told I would have to pay that amount

unti l  my bil l  was reviewed in Apri l  Additionally they refused to review charges and
offer a rebate. lm liable for somethlngl had no knowledge cf. I believe APS should

be held responsible for this gross overcharge and that we. unsuspecting

consumers should be given refunds for gross negligence. I
» . .w . .

2/2]2018 Rate plan change Confused about rate plan choices
180202

D 16
201s

148102

Customer states is on Time Advantage 7pmnoon plan and the E3 low income

APSAR00414 discount program. States called APS 3 limes and they could nor tell her which plan
would be best for her.

(01/30/2018) Customer contacted APS to inquire about the rate plan she would be transitioned ro. APS
advised her the account would be transitioned to TOUE between 02/06 and 02/09/18 since It was most l ike

her current rate ET2 (Time Advantage 7pmnoon).

(01/31/2018] Customer contacted APS to change the transition rate from TOUE to RBasic APS recommended

she transition to TOUE but she requested HBasic.
(01/01/2018] Customer contacted APS to discuss the RBasic rate and if she goes DVB( the monthly kwh

threshold APS advised her the account Is reviewed annually and would not be changed until the follawlng

year if average kwh usage is higher than the threshold for RBask.

(oz/0z/20181 Customer contacted APS as she was unsure which rate would be best far energy usage as a rate
comparison was not available for her account. The rate comparison tool Is not available for customers who

have a nonAMI meter. Compahy discussed the different rate plans In detail. She stated she would transluon

to RBasic.
(02/06/2018] Customer contacted APS and stated she was advised she had until May to change her rate. APS

informed her they would look Into having the rate transition rescheduled and contact her back.

(02/06/2018) APS contacted customer to inform her that i l was too late to reschedule the rate transition. She
asked to speak with a supervisor. The supervisor informed her that on !/31/2018 she had agreed to chan8e

from ET2 to RBasic and this could not be canceled or rescheduled. Supervisor advised she can change her
rate again with the next 12 months if she chocrsed a different plan.

102/0s/zoxsl Customer was transitioned to RBasic

(OZ/08/2018) APS customer advocate contacted customer and provided a detailed explanation of the TOUE

and R3 rates. Advised that the rate transition date could not be changed but agreed to allow customer to
have an analysis completed by D4/20/2018 to advise if they found another rate that would be more

economical than RBasic based on her energy usage. Advised customer that APS would rebel her account on

the more economical rate (Ir found. prsurnably). Recommended customer to view the rate tariffs on the APS

I
I

ACC000126Source: Response to Staff data request 5.13 Page 2 of 9
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DR Attachment Cnmplatnl triggerCnmpletnr Summary A9$ Response and Dale of Response
APS Acc

Complaint W Complaint n

2/6/2018 Rate increase / high bills BB reset and usage)
180206

027
2018

148140

Customer spent 90 minutes on the phone attempting to comprehend the budget

Ap5Aq004I5 plan its changes and the 99 rate that has become a legacy rate. Looking for
detailed InstructIon on the best way to choose a plan and understand the budget

bill and Its debit balance.

(12/22/2017) APS mailed a letter recommending they change lo Lhe R3 Saver Choice Max late (Letter is not

Included In the complaint file).

(01/2S/2018) APS malled the January bill with a reset as amount of $253. The prior years BB amount had

been sxsa.
(02/01/2018) Customer contacted APS with concern about increase In BB amount. Advised customer BB are

reviewed quarterly and adjusted based on usage Customer requested payment be adjusted back to $188 (pre

reset). Told customer that due to a debit balance of $617 payment would remain at $253 for 3 months and

then be fE8V3l\JB(€d.
(01/13/2018] Contacted the customer. Requested a call back tomorrow.

(02/ts/zum Discussed account. in detail with customer. Conducted a rate comparison and advised that the

best rate would be TOUE saver choice which was an estimated increase of $34 for the year [SS monthly).
Advised customer that if she was interest in a demand rate the best would be R3 (Saver Choice Max) which

would save $211 for the year. Customer was concerned about a rate with a peak demand and selected TOUE.

She also had concerns that her so payment was IncreasIng only because of the rate increase. Advised

customer that the rate increase may have been a small portion but that her usage Increased througout the

year which resulted in a large debit balance. Sem the customer 2 years usage history to review. I
Rate plan change2/9/2018 Confused about rate plan choices

1 gg29g
D41

2018

148191

Customer stated her service plan has been changed by APS and she will have to pay

APSARDOMS more on this service plan. Customers plan is the same or clue to the one she was
on.

(02/02/1B) APS mailed a letter recommending Lhe Premier Chance (RBaslcl site.

102/8/20181 Customer contacted APS re. the rate plan Uahsltlon letter she had receiycd. APS advised her

based on her usage and the E3 flow Income) discount on her E12 rate that her account would not be much

affected. She stated she did not want to be removed from her existing plan and would be notifying the ACC.
(02/9/2018) Customer contacted APS again and asked to speak with a supewlsor. She stated her bills had

increased slgnlflcanUy due to the rate Increase. APS pointed out her January bill was $6 dollars higher than her

bill in lanuarv 2017 and her February bull was $3 lower than Feb 2017 and that the impact of the rate increase

was minimal.
(02/13/2018] Customer contacted APS with her son. Son inquired what would be the best rate to select; APS

advised R2 Savers Choice Plus. but since the customer had chosen lo opt out of AMl she would have ro
reverse thus so a dlglral meter could be installed Customer agreed to cancel the AMI opt out and selected the

RE rate.
(oz/x 9/zoss) APS contacted the customer regarding her rate concerns advised her o' the facts stated above

(56 more Jan vs. prior year; $2 less Feb vs. prlov year). Customer stated she did not agree with the rate

increase and ended the call.

2/14/2018 Wants to keep current planRate plan change
180214

OSB
2018.

148263

(12/13/2017) APS mailed a letter recommending the customer switch ro the Saver Choice lroucm rate plan.
(2/14/Z018l Customer contacted APS re. their monthly bill. APS advised the rate increase had been approved

in August 2017. APS discussed the new rate plans available and customer declined to switch rate plans.

(Z/20/2018) APS contacted customer. advised that the difference In bills from Feb 2017 to Feb 2018 was

$4.80. Customer stared there had been less usage In Z01 B. ANS noted 89 kwh less usage but that there were

29 days usage on the Feb 2017 bill and 31 in Feb 2018. Custnmerstated (again) did not want to be removed
from current rate plan APS informed customer that all customers are transitioning to new rates In the next

three months. Customer stated she did not agree and ended the call.

Customer wants to know how rate could Increase twice in one year. Notice an

Increase from last year to this year when usage had significantly dropped. now gets

a notice that being taken off the current plan and switched to a new one that wil l
increase costs yet again. Want to know how this can be legal. States metering

charges continue to increase even though a human being does not even come to

ApsAnoo411 read the meter. Wants to know why metering costs more when done electronical ly

compared with when done by a oersoh. States continuous Increases are going to

cause major movement out of APS neighborhoods or cause eveyone to go solar.
Was told by APS Mat there was an increase in August of 2o17 and then two

minutes later told they havent had an Increase in s years. Says bi l l  for this

month $5 higher even than same month last year even though used less power

than last yr.

2/21/2018 Rate plan change Confused about rate plan chokes
so 22x
091

2018

148382

(01/3V2018) APS mailed a letter to the customer reconnmendlng TOUE (Savers Choice).

(01/06/2018) Customer contacted APS to discuss the new rates. APS discussed with her and performed a rate

comparison and recommended switching to TO LlE. Customer agreed to change to TOLIE.
(01/27/2018) APS contacted customer and discussed new rates in great detail  Customer stated her concern

that the new rates regardless of the rate would cause a slgnlficam Increase in her electric bill. APS reviewed

Customer uncertain about which plan is best for her. She contacted APS and the rep her energy usage and found they did a phenomenal job managing peak usage and demand. Energy usage

could not tell her who at APS she could speak with about these new rate plans. She spiked between 78pm when offpeak hours ended. APS advised customer they are likely to manage :heir on
AFSARDDHB wants info about the Saver Choice plan because her calculations show she is going peak usage just as elfeclrve from 38pm as they do currently from noon7pm and customer agreed. Based on

to incur a rate increase she will have problems paying. She said the Inner she this APS recommended changing to the Savers Choice Max rate. APS explained that the rate comparison

received was the first notice she had abou! the new plans. shows this rate would be slightly more expensive than TOUE only because it factored In energy usage from 7

8pm which is onpeak. Customer agreed that R3 would be better if they made behavioral changes. ANS
discussed specll ic cos( differences between R3 and the EG2 rate. Customer was pleased to see that there is

not as much of a cost difference between the rates as she originally thought and agreed to change to the R3

rate.

I
I
I
I
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Attachment 21Sampled APS "Rate Case" Customer Complaints - non-Solar

DR Attachment Cnmplatnl INgerA9$ Response and Dale of ResponseCnmplemr Summary
APS Acc

Complaint W Complaint n

2/23/2018 Rate plan change Confused about rate plan chokes
180223

I D I
zoxs

148423

(02/13/2018] AOS mailed customer a letter indicating his account will be transition to TOtJE (Saver Choice) as

it Is mos! Ilks his current rate (ET2] if he does no! manually change to another rate of his choice prior to

3/9/2018. The letter also Indicated that R3 (Saver Choice Max) would be his most economical rate.

(01/23/2018) Customer contacted APS regarding the rate transition letter. APS discussed his energy usage and
new rates in detail. APS advised him the [Saver Choice Max) R3 rate is the most economical and customer

agreed Io change to this rate

(01/27/2018) APS contacted the customer. Customer stated belief that the rate transition letter did not have

enough information to help determine which rate would be the most economical based on his energy usage.
Customer stated he had a very productive conversation with Customer Service on 2/23/2018. APS informed

customer that he may find additional details re. the new rates on the APS website

Customer wanted to provide [regulator ACC] some feedback on (APS) l iterature to
change plans. Says APS Ilterature tells you nothing. The two plans I was

presented with have the same verbalge except for about 17 words. No detail no

financials to make a decision with. Customer refers to APS pawig for the current

ACC commissioners says APS should be held accountable to inform their customers.
AF3ARD042D Says APS should be more transparent about what their charges are. " I know my

bm is per kwh just let me know what that wil l  be m the new plan. Just give me

the details and then I can make a dloice. Please hold them accountable to provide
those details. They are no where to be found in their letter or the website.

aps.corn/pickaplan). Note: APS attached a generic (nancustomerspedlk) copy of

the rate uansltlon letter lo the complaint l l le.]

2/27/2018 Rafe plan change
150227119 Unhappy with high bills under available plan

choices

BBB

comnlalnt

(03/06/2018) APS letter back to BBB states they spoke with customer and explained the results of the rate

comparison (on the wcbslte) were based on actual energy habits in the previous 12 months applied to the new

lonpeak] hours. States APS reviewed customers energy usage and found he manages peak usage very

is efficiently formnoon lo 7pm. His energy usage then significantly increases in the 7BPM hour. Explained to
customer that because new onpeak hours are 38pm it included his higher usage from 7 pm lo 8pm in on

peak costs. Therefore If he adjusts his onpeak usage lo align with the new onpeak hours he Is l ikely lo sec a

much lower bi l l  impact. States customer was appreciative

The BBB letter notifying APS contains the lollowlng Information about the

customers complaint: APS is implementing new rate plans and they have a web site

that offers comparison between each customers current cost for service and what
the cost wll l be under each of the new rate plans. The problem is that ... in my

case the projections show I will Incur of cost increase of 20% or more each year
[regardless of the plan chosen] Customer states hes spoken to APS customer

APSAROG421 service five times since December and answers range from the comparison chart
in error to of course. your cost is going to increase 20% under the new plans. A

neighbor has the same size house and uses roughtly the same amount of energy.

Her cost. according to APS will increase Ionlyl about $20 per year. not 20% like

mine. | called APS for assistance twice last week but its a wast of time because
[they] dont return phone calls. Is the anybody at APS who can help me get a correct

comparison between current and future projected costs under the new rate plans?

(02/20/20x81 APS mailed a letter indicating the account will be transitioned from (ET2 Time Advantage 7 pm
noon] to TOU E Saver Choice Max [note . this appears to be a typo as TOUE Is Saver Chulcel II they do not

choose a new rate by 3/22/2018.

(02/23/2018) Customer contacted APS stated his belief he is being forced to switch to a new rate because Ir

will cost more. APS stated ET2 will not longer be available as of May 1.

1 7 ApsAn004z22/28/2018 Wants xo keep current planRate plan change
l8022B

120
2018

148451

Customer complalnl states subsianual rate Increase was approved based on false

estimates that average bills would increase on average $6 per month per customer.

States that in addition new rate plans are being forced upon customers that will
Increase customer costs even though consumption decreases. Customer states he

contacted APS requesting to stay on current plan because the most moderate

replacement Dian will cause a monthly increase of at least $50 which he cannot

afford because he is unemployed. States does not believe the ACC adequately
researched the forced rate plan changes for accuracy. States there is proof all

customers are being hlt with bil ls far \ excess olSon per month. States must rely on

the commission to force APS to provide truthful information regarding the actual

effem of the increases and rate plan changes. Says $50 more per month amounts
to a 15% increase far in excess o' what he can aflort. Asks the Acc to let him know

what he can do to formally right this unfair Increase and false facts I was based

o n

ApsAito04233/2/2018 Rate plan change Unable to select desired rate plan
180302

016
201s

148586

Customer stares received a letter two weeks ago stating his rate plan would change

between 3/5/ and 3/8/18. Letter said there was stil l time to contact the APS and
choose a plan States customer called today (3/2/18l and talked to an APS

customer service rep and they told him a plan had been chosen for lim and lL was

locked in and could not be unlocked. The rep stated he could choose a new plan

sometime later in the year but since APS has ahead chosen one for him he will only
have one other option Customer feels the letter Is misleading and that he called

before the deadline and should have been able ro choose his plan.

(03/07/2018) APS customer advocate explained to customer that the 4.5% average was for the rate Increase

that took effect the prior August. Advlsed him that APS cannot detrmine how customers will use energy with

the new peak hours. therefore an estimate of the approximate change in rates is not available. Explained that
the rate comparison cool Is based on historical usage and does not reflect behavioral changes. Informed

customers of Home Performance and Energy Star Pgm rebates. Performed an analysis of prior summer usage

and advised customer that R3 (Saver Choice Max) is the most economical if he shifts onpeak usage to the new

hours. Customer requested to change to the R2 [Saver Choice Plus) rate and stated he will complete a rate
comparison In a few months to determine If he wants to switch to the R3 rate. Stated he sti l l  does not agree

with the new rates and only chose a new rate because he (ck forced to

(12/13/2017] APS states it sent a rate plan recommendation letter to customer in mid December. It
recommended the Saver Choice (TOUE) rate.

(02/08/2018) APS sent a second letter indicating that the account would be transitioned to TOUE lmost l ike

nz) on March s if the customer did not make a manual rate plan selection by then.

(03/02/2018) Customer contacted APS regarding the rate change and asked if he could change rates after the
automatic rate change is completed by APS. APS told him ahls would count as his initial change and he could

change rates one additional time in the next 12 months If dared. Customer stated the letter said his account

would be chan8ed between 3/5 and 3/8 but the website showed the rate plan change was already In progress

on 3/2. APS advised him the account is in progress of being changed and the new rate plan will be officially
changed on 3/7.

(03/07/2018] Account was moved from ET2 pa TOUE.

(03/08/10181 APS customer advocate spoke with customer and apologized for the confusion on the letter

received regarding the date he was allowed to change his rate. Agreed to allow customer one more time to
change his rate in the next year in the event he chooses to change his rate twice hom TOUE. Customer

thanked the rep and stated that the letter was Inaccurate In that it recommended TOUE when customer

believed a demand rate would be more beneiclal. He understood that the recommended rate is based on

historical usage and does not take into account behavioral changes. Customer advocate noted that the letter
states the comparison assumes not behavioral changes. States customer said he did not see this verbiage and

recommeded this be included In the body of the letter. (Note: The language 111 question appears In a separate
paragraph. In the example it is still on the first pa 8e and Ir is in the same type size and font and the body of

the letter. lh another letter example (see APSAR00420) i t is below the best and most l ike rate
comparisons in the body of the letter.)I
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Attachment 21Sampled APS "Rate Case" Customer Complaints - non-Solar

DR Attachment Cnmptatnt triggerCnmpletnt Summary
APS Acc

Complaint W Complaint n _

3/5/2018 Wants to keep current planRate plan change
180305

D27
2018

148610

(02/20/2018) APS mailed its rate transition letter Indicating transition from rate ET1 to TOUE (Saver Giolce)

as i t is most l ike Me customers current rate. unless customer manually selects a new rare prior to
03/16/2018. The letter also stated R3 [Saver Choice Max) would likely be the most economical rate.

(03/02/2018] Customer contacted APS re. new rates. APS informed customer the! R3 would be the most

Customer stated the term grandlathered means he should not be forced to economical based on her energy usage. APS Informed customer of the websites rate comparison tool.

ApsAnoo424 change to a new rare plan Stated he does not have solar or an application to Install (03/05/2018) Customer contacted APS re. the ET1 rate being ehrnlnated Stated belief that he was

solar. Appears customer is using the term grandfathered in reference to his current grandfathered on the Fl1 rate and it could not he eliminated. Wanted APS to send him a letter stating it is
rate plan. breaking a contract. APS told customer there was not such contract.

(03/09/2018) APS contacted customer explained the difference between grandfathered and frozen rates.

Advised that ET1 was frozen and was not available for new customers to choose. and was being elimiated as

of 05/01/2018 and it would not be an option for him to stay on this rate. He stated he did not agree and would
visit the ACC to dlseuss rates with someone there.

3/9/2018 Unable to select desired rate planRate plan change
180309

D42
2018

148681 Customer states received a letter from APS advising that Saver Choice Max (R3)

would be his best plan. States he called APS today to change his plan to the one
suggested [Saver Choice Max] and was :old he could not and would be changed to

APSAR00425 Saver Choice next week whether he Ilk cs it or not. States the CSR kept tell ing him

she didnt want him to think she was choosing his plan for him while she chose his

plan. States he was told he might be able to change to Saver Choice Max in 30
days if he mils to ask about lL

(02/13/2018] APS sent a letter stating the account would be transitioned to TOUE (RZ Saver Choice). the

most l ike the customers current ET1 (Time Advantage 9 pm9am) rate i l  they did not choose another rate by
March 12. Letter indicated that R3 (Saver Gloice Max) was the most economical rate.

(03/09/2018) Customer contacted APS je new rates. APS did a rate comparison and Informed that R3 would

be the most economical. with a savings of 5500. However ANS advised that the account was already in the
process of being transitioned to TOUE and could not be changed to R3 until the following bill cycle. Customer

requested to speak with a supervisor who advised him that the account was In transition and could not be

changed to R3 until April. Customer ended the call.

(03/16/2018) Customer advocate spoke with customer and informed that when his Apr ll hill issues she will

compare it with the R3 rate to determine if there would have been a savings and offered ro credit tor the
difference which would appear on the May bill. Also advised customer that he has the option to change once

more within the next 12 months.

(04/13/2018] APS transitioned the account from Saver Choice (TOUE) to Saver Cholce Max (R3).

(04/17/2018) APS found that R3 would have saved S31 had it been in place in April APS Applied a credit of

$31 to the account balance.

Customer states in letter to AG that was notified by APS that the rate plan at his

residence for many years was being terminated and would have to select a new

plan. States was recommended to select Saver Choice (TOUE) which he did.

3/12/2018 Rate plan change
180312

051
Unhappy with high bills under available plan

choices

AG

Complaint

(03/28/2018) In an APS internal email an APS Senlor Rate and Regulatory Analyst analyzed the bill and found

that Lhe cost of ET22 which customer had been on was $14zs the cost of TOUE. the most l ike rate he was

transition to. was a 14% increase and the cost of R3 the most economical rate. was an Increase of 4.9%

Ap5A800426 Provides detailed usage data comparing Feb we to Feb 2018 and concludes his bil l The email also stated that i l they were to change behavior believe their estimated charges would go down

increased 40%. States he was misled by APS. States APSs investment in specific
ACC commissioners has been paid i n lulL States time lo hire a lawyer get fake

news Involved.

on TOL!E In addition if they were to adjust their demand piece it would go significantly [down] with R3.

(03/29/2018) APS sent an email to the customer stating that they were switching the account to the R3 Saver

Choice Max rate. effective with the April bil l. Also stated would credit Me account $50 as this would have

been your savings had you been on the R3 rate in Fehmary and March. This credit will be ... on your April bill.

3/14/2018 Wants lo keep current planRate plan change
180314

D53
Channel 12

News

Customer on he 98 plan doesnt wan! to switch was originally told she could stay

APSAR00427 grandfathered an Ir and is now being told she must swlzch. She said she moved to

the 127 rate last summer and her bil ls went up $50 per month.

Rate Increase / high bills (BB reset)3/22/2018
180322.

DB9
2018

148915

Customer stares electric bill Increased by $45 per month in their equalizer payment

States could not find the reason for the large increase. Stats APS put us on a new
APSAR00d28 plan and It sure is not saving us money. Wants to know how Acc can allow such

dramatic increases. States beginning to bdleve APS paid to Pu: their own people

on the commission.

(GI/24/2918) APS contacted the customer and explained that on peak demand had increased since 2016
whkh caused an increase in their bill resulting in the Increase APS advised that when BB amount changes in

October it only Included two bills since the rate Increase and the ma;orlty of the bills were from before the rate

ihcrease Provided energy saving tips and advised customer if they can lower peak demand they can lower

their bill. Also noted that record high summer temps (in 2017?] caused a higher BB amount in the all. Sent an
E3 Energy Support application.

(01/25/2018) APS sent a letter Indicating the account would be transitioned to R3 [Saver Choice Max) as it

was the most l ike current rate Combined Advantage 7pnvNoon (ECT2) unless customer did not manually

change to another rate prior to 02/19/2018.
(02/21/2018] Account was transitioned from ECI2 rate to Saver Choice Max (R3).

Nate: The February bi l l  was $180. The February and March autopsy equalizer amounts were $125.

(03/28/2018) APS contacted customer Customer stated there was nothing to discuss because feels there is

nothing APS can do to help her. Advocate advised that BB payment was lower in February as hill was prorated
due to being only a za day billing period Informed customer BB payment has been $226 since Nov. 2017.

Customer stated she believed rate Increase was unfair and will continue to complain to the ACC.

I
I
!
I
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DR Attachment Cnmplatnl INgerCnmplemr Summary
APS Acc

Complain! ll Complaint n _

3/30/2018 Rate plan change Confused about rate plan chokes
180330

121
201s

149049

Customer stated wanted to speak with someone who can answer questions about

AFSAR00429 the new rate plans. Stated spoke with an APS rep that tried to explain to him but
when he started asking questions. says he was told to contact the ACC.

(12/13/2017) APS emailed a letter advising that based on historical energy usage as of August 31. 2017. Saver

Choke Max rate R3 is the most l ike rate and TCEE Saver Choice R2 is the most beneficial rate.
(01/11/2018] Customer contacted APS regarding the new rate plans. APS advised that the rate most like his

current ECT1 Combined Advantage rate ANO the most benelkial would be R3 Saver Choice Max.

(03/30/10181 Customer contacted APS regarding his new rate. stated was confused by the new onpeak time

frame. APS discussed the new on peak time frame of 3pm8pm MF. Customer stated he did not agree with
the changes and ended the call.

(04/09/2918) An APS customer advocate contacted the customer. Customer stated he was frustrated with the

changes in the new rates and the format of his monthly bill. Discussed changes in detail with the customer and

stated that had reviewed his account and he was on the best late.

APSARUD431 at all.4/9/2018 Rate plan change
x 80409

020
Unhappy with high bills under available plan

choices

2018

149023

(03/05/2018) APS mailed a rate transli lon letter Indlcaung the account would be transitioned from n1 nm e

Advantage 9pm9am to TOUE Saver Choice as i t is the most l ike rate unless they change to another rate
Customer states had to manually review all bills with the new rates from APS of choice prior to 04/02/2018. The letter also indicated that R3 (Saver Choice Max) is the most economical

because the APS online tool is useless. Once we reviewed the new rate with out rate based on usage.

past usage we realized we would be getting an mcrcase of 15096. APS does not help (03/31/2018) Account was transitioned from ET1 to TOUE lR2 Saver Choice). [Note: the transi tion occurred

When you call them they tell you that if you use the recommended rare plan a days be/are the deadline the transltl lon letter stated the customer had to make a change.]

the bill will he comparable to what it was. You dont even have to do math to know (04/13/2018) APS customer advocate spoke with customer. States in investigation document that informed
that an increase from 2 cents to 11 cents for offpeak and from 12 cents to 14 cents customer that when comparing the cost of rates it is Important to compare the unbundled to unbundled and

for on peak Is more than double. the bundled to bundled cost. [97] APS provided customer wllh unbundled costs for the TOUE rate and

informed her that the R3 rate may be mare economical based on :heir energy usage. Agreed to email rate

schedules and consumption history for the prWuus 12 months so customer can do an analysis.

n

27 APSARD04324/17/2018 Rate plan change
1B0417

D4 B
2018

149368

Unhappy with high bills under avaliable plan

choices

Customer upset about new rate plans. Customer is law usage and his bil l has gone

up yer again thats twice in the last 3 months. States in December APS told him to
wait for his account to be lransllioned lo the RXS (Lite Giclee) rate as ii will save

him a few dollars a month staying on the E12 rates. States this has not saved him
any money. States every single line item on his bill has increased even the meter

reading charge wants to know why. The increase was already added to his bil l
now hes put on a new plan and hes Increased again wants to know haw this is

possible.

02 13 zo.ta APS mal e customer a rate transition otter n :eating account won e transilione to t e R s
Llte Choice rate because lt was most like his current rate 1E 12. Standard) unless he manually changed to

another rate prior to 03/09/201B.

(03/13/2918) Customer account was transitioned from Ell to Ute Choice.
(04/23/2018] APS spoke with customer explain that the E12 rate has been ellrnlnated [Note: lt has not been

ellmiated; almost 30K solar customers continued to have it as of 12/31/20181. Told customer RXS was the

most economical rate based on usage. Customer mentioned that he heard on the news APS was requesting a
rate decrease which APS explained to customer was a tax expense adjuster resulting in a $1.49 credit for him

in Apr ll.

In responding to the Acc. APS stated that customers daily energy charges increased from March to April 2018

because of two additional days in the April bil l stated that there was a minimal increase as a result of a slight
. . . .

Customer states has been with APS for 40 years. States normal bill for xhls time of
year is around $85. Says March bill was $152 and April bill Is $227 doubled from

last year. States APS customer service could not tell her why this occurred.
4/17/2018 Rate increase/ high bills (usage)

180417
o ss

2018.
149397

Documentation in the complaint (i le shows the customer was bil led $62 m April 2017 for ws kwh and $226 in

Apr l l  2018 for 1.399 kwh.

(12/13/2017) APS malled a rate transition letter advising customer that her most l ike rate was RBasic

Premier Choicear\d the most economical rate was TOWE (Saver Choice) R2.
(03/10/2018) Customer was transl l ioned to most l ike rate RBasic.
(04/17/2018) Customer contacted APS regarding April bill. APS posed out that she had used an additional

996 kwh co a ed ith the so e o  t h e o  s a .Also dsc ssed e e savi s.
AP3ARD0433 Customer requesting assistance from the Executive Office. Wanted the complaint M Y I w m  m  n p r v l  u  Ve  r |  u n  ' W "B Np. .

(04/24/2018] An APS customer advocate contacted the customer. Agreed with the large increasei n usage
to note that the last time she had problems with APS Company stated there was an .

. . agreed to have meter tested at no charge. Also informed customer that she was not on the most costeflectrve
Issue with her equipment and she would have to hire an electrician. She says she did

and the electrician found the problem to be on the APS side.
rate which was R2 Save Choice plus. She state she was wombed about demand charges and did not wish to

switch rates at this time.

(04/26/2018) APS sent customer meter test results showing the meter was accurate and properly recording
the energy used. Stated meter was 100% accurate on both full and light loads. Assured customer that she was

billed only for usage recorded on her meter.

N/A4/16/2018 N/AAPS dlsucssed the issue with customer and apparently corrected it. It did not involve a complaint ro the ACC.
190415

o so
Not a

complaint

Customer had a guest role emai l  from her exhusbands account apparently did
APSARD0434 not receive emails notifying her at the rate plan change?

I
I
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DR Attachment Cnmplatnl INgerCnmplemr Summary
APS Acc

Complain! ll Complaint n

o . I

c  Cr m o st e r at tanolcc won

4/24/2018 Rate increase/ high bil ls IE3 Program)
180424

o77
2018

149705

ma e customer a etler a v s ng asic rem Er

TOUE Save Choice would be her most economical rate.
Customer states is on SS and despite cutting energy use since the rate increase bills (01/02/2018] Customer contacted ANS and asked about new rates. APS discussed In detail various available

have gone up over suit since last year. States compared bills for the last 4 months rates. Customer selected RBask and APS stated it would be effective an her February bm.

and it is totally outrageous. States contacted APS and got the standard used :ar Complaint file note indicates Ma: income guidelines for APSs E3 energy supper rprogram change each year

lm salespitch giving runaround about numbers. States APS has trained their based on income levels det. by the Dept of Economic Security. States customer must reapply for the program
employees to treat us like idiots. States they cut my law income credits increased annually. 104/02/20181 APS emailed customer her annual E3 recertification letter and stated the need to

my fixed rate and of course my taxes went up too. Not to mention their approved respons by 5/17/2018

ApsAn0o4ss rate increase. States I was told according to my NEW rate that i  would see (04/20/2018] Customer contacted APS re her March bm asking about the large increase. APS lnlormed

significant savings in the summer. Using my know rate increases so far my summer customer that It was approved that all customers enrolled In the E3 program would receive a flat monthly
rates would skyrocket accordingly. Customer states he has given up using central discount of 15% instead of a tiered discount based on consumption. Therefoe in prior years her discount

air and has installed a window unit In his bedroom where he is forced to spend during this time of year had been 55% but was now 25%.
most of my summer days. States he is aware all this is political. States ANS has (04/17/2018) Customer contacted APS re her April bill. APS stats discussed rates in detail and customer

now made sure that I cannot even afford bask food. Political commentary requested a switch to the RXA Lite Choice rate and requested a reObilling on the RXS rate for Feb. Mar 81 Apr.
continues. APS advised the new rate could not be retroactive. However. APS offered to credit her account $25 for the

estimated savings she would have realized.
.

5/7/2018 Rate Increase / high bills
IBOSD7

021
201s

150227

| dont believe the commissioners mea no for the amount of the Increase that has

occurred when they passed the current rate increase. States It was acivemsed as

S556 and stated by APS agents may be less because you only have S hours of
ApsARuo43s peak power. In my case I see a radically different increase and in fact my daily co

Increased from 5472 to $5 (22% and $37 more [per monthly. States thus Is 300%

more than APS advertised Complaint goes on with slgnlficantty more text and

detai ls

(05/05/2018) Customer contacted APS regarding the multiple line items on his May bill. APS states It discussed

each Ilnt Item In detail with customer. Howver. the customer rep could not explain one charge: the Envl

Benefits Surcharge and stated they would veseach it and call hack APS called back that day bu customer was

not available and stated he would contact at another time.
st (05/10/2018) APS contacted customer and states discussed again in detail each line Item charge States

customer wanted to know how the Envi 8eneflts Surcharge was calculated. Explain the REAC and DSMAC

components. Also advised customer he was not on the best rate based on usage. Informed customer of APS
rate comparison and noted the potential of an estimated saving of $347 annually using the R3 Saver Choice

Max rate. CUston1er stated he was not comfortable with ahving a demand rate.

5/18/2018 Rate plan change
180518

D56
2018

150695
Unhappy with high bills under available plan

choices

(12/13/2017) APS mall a letter lndkatlng Me account would be transition xo Me R3 (Saver Choke Max) rate
most like the ECT2 (Combined Advantage 7 pnvnoon) If the customer did not manually change to another rate

by03/12/2018
Customer concerned about the new rate structure. Customer provides a bunch of (03/13/2018] APS issued first bill on Saver Cholce Max demand of 3.6KW usage o' 996 kwh.

stats that result in the conclusion that demand delivery Increased 67% in 2018 (03/14/2018) Customer contact APS regarding demand on his March bill. APS explained how It was measured.

from 2017. on peak demand generation increased 19% and off peak generation (04/12/201s1 Customer contacted APS stating concern about the rate Increase. Companv completed a rare

AS pARgg439 increased 62%. He cites no specific hills however. He states that demand decreased comparison told customer R3 Saver Choice Max was the most economical rate.
25%. States [notwithstanding demand decrease) cost per day increased 13%. (05/24/18) Customer Advocate spoke with customer about his concerns. provided an overview of the rate

Customer notes that while the incremental dollar cost was not that signll lcant In case and l inks to the details. Also noted that customers demand was very high in May which the customer

Apri l  [without A/Cl I am cohcerned about the impact ... this summer. Asked what attributed to a malfuntloning thermostat while out of town. Advocate recommended si8nlng up for alerts

Commission is doing to protect customers. through the APS website while hes out of town.
In closing this complaint with the Acc APS notes that the cost per day Increased 13% from Apr ll 2D17 to Apr ll

2018. but leaves out the fact that cost per day Increased mm from May 2017 to May 2018 (primari ly due to

a tripling of peak demahd from 31KW in May 2017 to 10.2 KW In May 1018.)

5/22/2018 Rate Increase / high bills (higher demand)
180522

091
A5pAg00440 Customer called APS customer service regarding bill inquiry. Concerned abou: the (05/22/1B) csR discussed May bill in detail with customer. Note scribbled by APS CSR on the bill states

Increase In bill amount. Advised of lslcl increased demand caused the hlghef bill. Conllrmed KW thresholds on the best rate.

Inqui ry not

an ACC
complaint

I
I
I
I n
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Attachment 21Sampled APS "Rate Case" Customer Complaints - non-Solar

DR Attachment Cnmplainl INgerComplain: Summary A9$ Response and Dale of Response
APS Acc

Complain! W Complaint n

MPAR004436/12/2018 High Bill Rate Increase / high bills
180612

ooa2
2018 .

151466 Customer states regarding docket 54n 34sA018002 I am in support that APS did

not deal in good faith with its customers the public and the Corporation Committee
[sic]. Customer believes APS is manipulating energy usage amounts that do no!

accurately reflect my true energy usage. States she called APS after receiving May

bill and comparing it to Mav 1017. Lists 12 things done ro save energy Including

changing pool pump to run all oH peak changed all l ight bulbs to LED and AC
used minimally and only off peak. States l ives alone and have decreasedmy

total usage by at least 30% yet APS is telling me l am using more. Belleves that the

company is misstating her energy usage and the problem is with the meterlr\g.

(12/13/2017] APS mailed a letter advising that customer change to the TOUE rate (Saver Choice).

(02/16/2018) APS mailed a letter stating that account would be transitioned to Saver Choice TOUE unless
customer selects another rate prior to 03/26/2018.

(03/24/20X81 Customer was transitioned to Saver Choice TOUE rate.

(05/19/1B) Customer contacted APS to discuss increased energy usage compared to prior year. APS stated

customer is doing a good job at being energy efficient. Reviewed energy usage wih customer advised there
is a spike between Sam9am [when pool pump runs. APS told customer there \vas not consistency in her

energy usage ... last year compared with this year. APS told customer If she continues managing usage June

:his year shed show much lower energy usage than lune 2017. ANS Provided other energy savings tips.
(06/18/18) APS contacted the customer and complimented her on her extensive ere¢gy savings. Noted that

her onpeak consumption was substantial ly lower than last year but offpeak was higher. Discussed

consumption around spedllc lmes of day that could be causing the higher usage ll.¢. pool pump). The June

billing month was expected to show additional savings. Also suggested moving to Saver Choice Max (R3)

demand rate which the customer stated would take into consideration.

A5pAggg444 Choice Max the next bill was $886. They said the person that was supposed to
6/18/2018 Rate plan change

180618
050

2o1a .

151575
Unhappy with high bills under available plan

choices

(12/13/2017) APS mailed a letter advising him that based on his historical usage as of B/31/2017. TOUE Saver

Choice is the most l ike rate and R3 Saver Choice Max is the most beneficial rate.
Customer states could not understand rate plans called APS and they informed me (03/05/18) APS mailed a second letter stalng he would be transitioned to most l ike TCIUE Save Choice rate

to take Saver Choice. Says he did and my next bill was $732. States called them within the next ao days. States however APS did advise that the Saver Choice Max rate would be ... the most

again asked them why it was so high they state should have taken Saver Choice beneficial rate based on his current usage.

Max would have reduced $732 bill to $456. States told them to change him to Saver (04/03/2018] Transitioned to Saver Choice. (April bin $388 May bill0 first on Saver Choice $73S).
(05/15/18) Customer contacted APS regarding his May bIII ($735 vs. April bill of Sees). Said when he reviewed

change the plan didnt do it told me they would but I wont see the benefits unti l the online tool lt had not shown such at large savings on the R3 rate. Was told that his May bill would have

next month exactly what they told him the prior month. States is paying 30.40% been $499 on the R3 rate and customer agreed to switch. Would be effective after the riext meter read.

more than is supposed to. No way this is a 4.5% increase just check my bil ls they (06/15/18) Customer contacted APS stating that his lune bill did not reflect the rate plan change. Was told
are ripping everybody off Its all over l.he internet this is ridiculous. November cant that it was to be effective beginning with the next monthly bil l. However APS agreed to issue him a credit

come soon enought to vote. equal to the savings from the R3 rate for May and June.

(06/18/IB) Customer Advocate contacted customer and wld him a $515 credit had been processed. Customer

advised to apply the credit to the next monthly bilL

8/28/2018 Rate Increase / high bills
180828 .

118
2018

153800

Customer states that APS raised rates jar more than what was approved. States

AspAft004s0 they purposely simultaneously changed their bl l l lng structure so i t was more

dilhcult to calculate the increase. Estimated that their annual bil l Increase was

$500 using less power than in Z017

(03/15/2018] APS malled a rate transition letter lndicaUng the account would be transitioned from ET1 Tlme

Advantage 9Dm9am to TOUE Saver Choice if the customer did not select a different rate before 4/10/2018.

(09/04/18) Customer Advocate spoke with customer indicated that she was noti led in March that she would
transition to a l ike rate [TDUE) but the RE demand rate was most economical. Customer agreed to switch

to the demand rate effective with the September bill.

ASPAROD4519/7/2018 Rate Increase / Itch bil ls
180907

O 16
2018

154790

Complaint was addressed m Commissioner Burns noting a $105 bill Increase from

prior year on lower energy usage for three fewer days ($489.3334 kwh Aug 201B

year vs. $384 for 3499 Aug 2017). Also stated peak demand charge added $200 to
his bill. States when he talked lo APS they could only prcrvlde energy saving tips.

112/13/2017) APS mailed a rate transition letter stating that the account would be transitioned to Saver Choice

Max rate unless customer chose another rate by 02/25/1018.
1ox/z7/zoxs) Account was transitioned from ECT2 (Combined Advantage 7 pm12pm) to R3 [Saver Choice

Maxi .

(08/28/IB) Customer called APS about bill being high. APS advised that demand increase compared with prior

year and the demand component costs more this year compared with last year. Superyisor not available
would call back.

(08/30/18) Customer called backto express concern with bill. APS note says it explained how demand is

determined and provided energy sayings tips and understanding how to read the meter.

(D8/31/18) Supervisor called customer bads left a message.
(09/13/18) Customer Advocate contacted customer. Discussed concerns with peak demand charge (customer

stated dnd not agree w/APS using the one highest hour per month) Suggested he may consider Lhe R2 rate

that has a lower peak charge and higher on and othpeak rates. Also assisted with setting up a text alert

through APS website to send notification when demand reaches a certain threshold.
In closing the complaint the Investigation notes stated that the account is an the most economical rate.

I
I
I

I
n
I
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Attachment 21Sampled APS "Rate Case" Customer Complaints - non-Solar

DR Attachment Cnmplalnt trigger
APS Acc

Complaint Tl Complaint n

ASPAR00453 Rate Increase / high bills10/4/2018
181D04 .

o zz

Customer questluned high bil ls in August through October stating she was doing

exactly everything they suggested and using appliances when I should be. Stated

there is more than a 4.5% coming Out. States raised AC to B0 degrees and during

the day no one is home and everything is off

(10/10/18) Customer Advocate spoke with customer. and stated that the Increase was consistent with the

increase In energy usage In 2018 noting that temperatures were higher in 201B. Advocate stated that the R3

plan was most econornkal and the customer agreed to switch xo the demand rate. Customer received a $81
credit representing the September bill savings on the demand rate Also sent. an E3 application (income

based bm relief). States something Is serlouslv wrong.I
Customer states budge! bll l lng rencwad and monthly rate increased almost 2096.

10/30/2018 Rate Increase / high bills (BB reset)
1B1 03D .

103
2018 .

155616
$276. States a 20% increase is excessive and should be illegaL

(Os/za/zoxs) The APS lnvestlgauon note states the August 2018 BB amount was $231 cost of electricity was

$393. August 2017 BB was $254 and the cost of electridty was $361. Demand was 8.1KW in August 2018 vs.

6.2 KWin August 1017.

MPAR00454 States this ispurely due to the price gouging of APS. States bi l l  went from $231 to (3f3Z/1Q4"§ §§§g;"§'m"°{' ,g do bl,=b§;;;g§, ;82='»= that the as amount would be increasing from

(11/02/IB) The APS customer advocate contacted the customer. noted that the ee increase was due to the
higher energy usage and demand in 2018 vs. 2017 in addtinn to the rate increase. Suggested additional

energy savings procedures fur next summer [Le IncreasIng A/C tarp).

11/23/201s Wants ro keep current planRate Plan Change
181123

044
2018 .

155872

A$PAq 55 Customer has questions about mos! economical service plan as she was moved to a

different plan due to excessive usage.

(12/13/1017] APS mail a rate transition letter recommending TOUE Saver Choke
(04/18/2018) Customer sent APS an online request to change from ET1. Time Advantage 9pm9am Lo R

Basic Premier Cholce. RBaslc. Customer was moved to RBaslc two days later.

(11/08/2018) APS mall the November bill which included a message advising customer that AP$s review of

energy usage found customer was no longer eligible to RBasic Premier Choice because usage exceeded 1000
kwh. Letter advised customer would be moved to Saver Gtoice In January.

(11/30/18) APS states lt has no record of contact from customer before she filed an ACC complaint APS

Customer Advocate contacted customer who stated medical treatments caused her to occupy her Scottsdale

residence and led to higher than normal consumption. Advocate agreed to review her account and follow uv
(12/14/18) Upon completion of review Customer Advocate indicated that although the usage had exceeded

1.000 KWh on average. monlhty consumption was trending downward and she would be allowed to stay on a

bask plan for one year subject to annual review

Wants to keep current plan12/11/2018 Rate Plan Change
181211

024
2018

156010

Customer states was changed lo a TOEE me plan rl December 2018 wlLhoul. any

notice or authorization because his average monthly usage exceeded 1000 KWh

per month. Customer called APS tn request they move him back to a basic plan
which they refused. Wanted to change to Premier Choice Large was told could not

as ll was no longer avaliable except [to those] who converted to that plan during the
ASPARDD4S6 .

conversion time. States most of his usage Is between 38pm and Saver Choice is

double the cost of Premier during these hours. Although the customers complaint
wording is confusing he appears to have questioned why he wasnt moved to

premier Choice Large Instead of TOUE given that he was over 1.000 kwh per

month.

(02/26/2018] APS mailed a rare transition letter recommending R2 (TOUE) Saver Choice rate. Also advised the

RBasicl. (Premier Choke large) was the rate plan most comparable to customers current E12 Standard
(block rate).

(04/09/2018) Customer requested to change to RBaslc. Premier Choice. wllh a x00o kwh per month limIt APS

made the requested change.
(lX/06/1018] APS emailed the November bill including a bill message advising customer that APS found

customer was no longer eligible for RBasic because usage exceeded 1.000 kwh per month. Message stated

would be moved ro R2 [TOUE) Saver Choice In January 2018. This message was repeated on the December

bil l mailed 12/06/2018.

(12/10/18) Customer called APS stated dissatisfaction about being moved to a new rate without permission
requested to be switched back to a bask rate plan which APS denied stating customer was not eligible for a

basic plan due to consumpllon level.

112/13/181 Subsequent to the ACC complaint. Customer Advocate spoke with customer indicating that APS

performed a rate review and determined that the TOU rate would have been more cost etlecrive without any
change In consumption behavior. Encouraged customer lo use rate comparison tool on website to monilur

plan options In the future.

Wants to keep current plan12/20/2018 Rate Plan Change
181220 .

049
2018 .

157101

Customer was :hanged to a TOEE rate plan in December zoos because his average

AspAaou4s7 monthly usage exceeded 1.000 kwh per month. Customer called APS ro request

they move him back to a basic plan which they refused He then sent a complaint

ro ACC.

(12/10/18) Customer reached out to APS prior to filing ACC complaint re request that he be switched back tO a
basic rate plan which APS denied indicating he was not eligible for a basic plan due to his consumption level.

(12/27/1B) Subsequent to the ACC complaint Customer Advocate spoke with customer. Indicating that APS

performed a rate review and determined that the TOU rates would not show a savings (his avg. monthly usage

was 1029 KWh). He was switched to the RBasic plan for one year and told he would he moved to a TOIJ rate
if his usage remained above the threshold at that time. (Note handwritten on the complaint summary states

Agreed to make an exception to keep RBasic.

II
I
II
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Attachment 22Sampled APS "Rate Case" Customer Complaints - Solar

Complain! Tfi l lnComplai! Summary
ANS ACC

R A l im
campl amu cnmWl nzu ° n o : end _

1 APSARGGIOE Confusion1/z/201s Request for rate plan orange denied solar)
18D!02

001
2018

147s4a

(08/31/2017) APS received an email request to change from ECT2 (Combined Advantage) KO ET1 (Tlme
Advantage) rate
(10/26/2017) APS responded to customers 08/31/20\7 email. The APS investlgahon letter states the delay
was due to a badxlog of Voicemails and emails received.
(11/15/2017) APS installed meters to allow solar interconnection.
(11/29/2017) Customer called A95 to discuss how her bill would change with solar.

o (12/29/2017) Customer called A95 about the leggy rate he was on. APS stated it was ET2. Customer
requested Ra change to E12. APS explained he was past the dadllne to a request to change from one legacy
rate m another.

Customer qualified for grandfathered net metering. Had noidea which rate plan
would be best. Stated chose Time Advantage 7pmnoon plan with Net Metering.
Now that solar has been running for a month I can see I am on the Wong plan.

Stated not given adequate amount of time to make an educated decision as to
which solar rate plan I should be on. Given that this will be the plan for the next 2
years I should have been given enough time with solar up and running to make an
important decision. Please consider letting me change ... to the Standard Rate
Plan.

(01/08/2018) APS calls customer and notes that pleased to see Mar he changed from ECT2 (legacy
TOU+demand) to ET2 but advised him an exception oauld not be made to allow him to change to the E12

(summer block) rare.

The complaint file Indicates that at some paint (daze not Indicated in the Me) this customer had called ANS
Customer Service. requested to Cha nge his legacy rate and was turned down because he was pas: the August

31 2017 deadline
The customer then contacted APS External Affairs. This cornmunicafinn is not included In Me complaint tile.
External Affairs which evidently made a decision that this customer should he granted his requested rate
cha nge deadline notwithstanding. External Affairs then evidently contacted the ANS Consumer Advocate
department which documented the following in an email:

ConfusionAPSAR0041 a Request for rate plan change denied (solar)2 /2 0 /2 0 1 8
APS Gov t.

Affairs
1 8 0 2 2 0

0 8 9

This solar customer contacted APS Customer Service as ked to change his legacy
demand rare and was denied because he was past the deadline. Then instead of
registering a complaint with the ACC he contacted APS External Affairs. His contact
with External Affairs. whatever it may have been Is not included in the complain:
File.

(02/20/1018) Review of the the accou nt found the customer had solar operational at the end o' July 1817
current on EPR6 net Metering and ECT1R Combined Advantage 9pm9am rate APSs email noted The EC
IR Is a demand rate not typically beneficial for solar customers States the grandfathering deadline was

08/31/1017. APS says sent customer notification of the deadline advising they are grandfathered as lang as
they keep the rate they are currently on. APS received no response from customer tn change his rate. APS
then says However it 5 not (sic) be entirely [customers] fault that he did not call us to change from £CTIR to
a more beneliclal rate by 08/31/2017. The account was caught up In delayed billing once his solar became
active at the end of luly. We issued him a bm on 07/13/2017 and did not issue another hill until the end of

September therefore he would not have realized that he was on the wrong rate. Once he received his bills
he called to question the rate and even requested to change rates and Custoanr Service denied him since it
was beyond the grandfathering deadline. In my opinion I think it would be appropriate to make an exceptln

for this customers and all them to change their rate and maintain their grandfathering status due to the
delayed bllhng issue. This is giving the customer the benefit of the doubt ...
(02/28/2018) APS email states customer called re grey ndlathering said you were making an exception and for
them to choose a legacy rate. Customer said would like to be on the E12 legacy rate. APS called the

customer confirmed the rate..

Rate plan change due to ANS error (solar)4 / 2 / 2 0 1 8
1 8 0 4 0 2

O0 6

(02/23/2018) Note from someone in APS probably a customer sefvlce rep. Customer wants KO know why
rate plan changed without his authorization I recommended sneaking with solar because Im not trained on
solar. Customer requested supervisor. Transferred to escalated line.
(04/06/2018) ApSschbbled notes on an email from Channel 15 stale spake w/(customer) confirmed billing
corrected to reflect E12 legacy rate. He asked if could change to ET2 legacy rate. Advised cannot Cha nge
legacy rates after 08/31/2017. Confirmed he is on good legacy rate E12. He said bills higher than he
though as he figured he wouldnt have an APS bill. Advised still getting billed for some usage as he doesn!
have enough excess to offset has usage from APS totally.
(04/06/2018) Had conference call with customer and installed to dlsalss billing and rates.

Customer states had solar system installed 12/20/2817. Three months prior ANS
sent out a letter saying would need to change to the standard plan If not would
be rolled Into a TOU plan. Customer sis changed rate plan to accommodate the
solar system which was the standard plan (Legacy rate E12). Customer states
recently called the solar company because received very high bills from APS.
Customers says he found APS had changed my plan to TOU on January 1 without

AVSARD0430 my consent. So the solar produced on my onpeak hours would not he rolled for
the night time offpeak hours. Essentially I would have to use all solar generated
before 6pm. When I called Ans :hey said the Plan change was Owe by mistake.
Customer says he also asked why bill Is srlll high with them to which he says they
responded because hes using more than what hes producing. Customer states his
solar panel production numbers since December show that he should not have a
bm at all and that APS is shorting him credits.I

ASPAR00437 Request for rate plan change denied (solar)
5 /1 1 /2 0 1 8 2018

150371
1 8 0 5 1 1

0 3 8

(08/23/2017) APS received customers solar application.
(08/27/2017) APS received installers applicadnn to Install solar for customer.
(10/06/2017) APS reviewed and approved the mtemconnectlon application.
(02/05/18) APS installed meters that allowed solar to be lntefcon nected .
(05/09/18) Customer called APS to request to he miwed to a legacy plan that does not have a demand charge.
CSR informed him that all solar legacy requests had to be received by Aug. 2017. Customer indicated no one
from solar companies advised him he needed to change rate plans directly with APS.
(05/17/18) Customer Advocate contacted customer and conllrmed he could not switch legacy plans [from ECT
2 to EUL Customer reiterated that solar company did not inform hum he needed to switch and his savings
calculations were based on E12 rates. Advocate provided energy saving tips and suggested a load controller.

Customer stated is currently 3rd month of using Solar. System has only been fully
operational for 1 month. States has received significantly higher bills than expected
or what was promised when they made the switch States they first attributed this

increase due to the fact that 1/3 of our panels were not working for the first two
months. However customer states learned today (after hours of back and forth
calls) that the cost irtciease was due to the Demand portion of our hill. This led
down a path of discoverly] ... and ul our minds ... misinformation Asks to

keep i n mind that our paperwork was submitted and arxqated at 9 pm on August
31st 120171. AT NO TIME did elite solar (sales co.) Sun Run (the Monltorlng co.)
Iitan (the physical installation co.) or APS (the energy co.) notify us that the
Grandfathering portion also required us to physically call In to remove the Demand

portion of our bill ing to see the saving; what we were :do rs Rio nothing aside
[from] have your paperwork In time prior to midnight on August 31st.

l
I
I
I
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Attachment 22Sampled APS "Rate Case" Customer Complaints - Solar

Complai! Summary APS Response and Dale of Response Complain! Tfi l ln
ANS ACC

RA l im
campumrl r camplaln\l  0 m e end

I
I

Customer lndl¢a\es she signed up lo lease solar panels ro cover 10096 or more of
her annual energy usage on s/25/zox7. was not asked what rate plan she would

ASPAR0043 B Request for rate plan change denied (solar)5 /1 5 /2 0 1 8
zoos .

150528
180515 .

0 5 1

(08/25/2017) APS receved customer aopl xenon to install solar
(03/08/2018) APS approved customers solar aopllcatlon.
(03/15/18) Customer called ANS requesting legacy standard rata was told that switching rates would cause
her lo lose grandfathered status.
(04/27/18) Customer called APS and requested lo change lo El2 vale GR slated changes lo legacy rata had
to be received by Aug. 2017 and she would lose grandfathered status If she switched.
(05/04/18) Customer called APS and requested ro change xo E 42 rate. Customer stated that no one from the
Installer explaned thos when she was going through the appllcauon process. CSR stated El2 rate was. no! an

option and provided energy savings nos.
like to be grandfathered Into. not advised of the encrav plan recommendations with (os/22/la) Customer Advocate spoke with customer and advised her that she could not change to the E12

rate and her current rate (ET2l may be more beneficial than me E 11 rate. Her only usage on the April bill was
for oftpeak hours. which were lower cost than the standard rate. She has also been bankng onpeak credits

Customer acknowledged information. but was still dtsappolnted she could not move
to E12.

Ithel system Installed or the due date to change her rate plan. Customer states she
called APS multiple times to try and :hangs hS plan and explalnetl what had taken
place but they stated It was out of their hands. states her belief that she should not for later In me summer.
be nenaltzed for the lack of Information relayed to me by the Installer who was lust

trying to get a sate before their company went out of business

In dosing the complaint with teh Acc APS slated that 1) APS sent exlstmg solar customers and those applying
by 8/31/2017 a notlflcatron oonflrrnlng their grandfathered sralus; 21 Solar contractors/ installers were

made aware of the deadline to change legacy rates and 3) As of late rvrav. 2018 APS was stall llnallzlng a rate
comparison tool allowing solar legacy rates to be compared to the new solar rates II is very Iikely that lr is
more cost effective for [customer] to remain on her gzandfalhered rates than the new solar rates.

Q 4n m ..

A$PAR00441 Request for rate plan change denied (solar)
5 /2 9 /2 0 1 8 2018

mscsns
1 8 0 5 2 9

1 1 2

Customer Is requesting that he be allowed to switch to a legacy standard or TOU
rate plan from the legacy demand rate. Went back and dlxovered these letters
sem by APS. Applied for solar July 2017 States has had numerous conversations
with APS engineers ... land] asked about the plan l am in and if I can change ll to
the standard rate plan or FT2 TOU and as each step was told only after we had
approval for interconnect. States according to Mrs letter I should have been able

to change from the plan lam current on to that plan. I am currentn on the Combo
7pmnoon wM a demand charge States I did every Ming I was supposed to do
and now/ my costs to energize my home are costing more than before I had solar
between :he lease cast and the demand charges wllh APS. My system was
approved for connection on 1/18/2018.... My next bill was over $500 I asked then

w switch since :K was connect to solar and was told they could not swuch March
bill was over $200 April was still $91 and May was $127. States Standard Rare Fl

2 plan I should be on. The process to get thus Installed and connected was a
complete nightmare I was on the phone constantly with APS engineers their meter

shop and supervisors .. J Documentation in thecomplant file shows customer
experienced numerous problems with APS engineers getting the installation and
metering completed.

questions.
(09/29/17) CSR responds about the nature of questions to better dlrcct the response.
(09/30/17) Customer complained via ernalI on the lack of response from engineers and delays In approval for
installation
(10/02/17) Renewables group contacted customer regardlrrgdlssatlsfactlon on approval of the Installation
plan. Customer requested again to speak with engineer.
(10/02/17) Renewables :ontacted inyrleer to out in contact wth customer. Engineer stated they dm not take
customer calls.
(10/03/17) Renews bles called Installer and asked them to contact engineer regarding changes to the
diagrams.
(10/03/17) Erglneer spoke with Installer about changes Designs finally approved on 11/2/17 [delay was In
resbumsslor from Installer)
(NovDec. 2017) Additiorral delays In approval from City due to installer lallng to submt ¢lnal Checklst.

(02/23/18) Customer called to complain about bill amount. Was told that the balance of the budget bill
program was due addlllon to the current month hill. solar customers not ellgrble for budget bllllru.
Payment plan established for budget bill balance.
(05/02/18) Customer called to quesllon hgh bill amount. Customer believed he was grandfathered onto the E

11 legacy rate (was on ECO rate). Was told by CSR he needed to request the switch by Aug. 2017. Customer
requested ro speak wllh supervisor and stated he called Me Company in Inly. Au8. sept. and of. to request
change. supervisor agreed to research whether a call was received. supervisor later called back to say no
calls were found. Suggested energy savings tips
(05/17/18) Customer called to complain about a $415 security deposit added due to munlple dellnqulncla.

Request for additional bill credits solar)5/31/2018 180531
122

1018 .
150984

Customer switched to a solar plan n 2016 and did not see savings promised by
Installer. Says the solar cornpaht stated the APS bill would be no more than $50 per
month. Contacted ANS numerous times but got nowhere. Then alter the installer
reviewed recent bills. she contacted APS again to ask why she was on a demand

ASPAR00442 rate. States APS round customer had called them asked if customer had spoken
with the solar company or gotten the notice about grandlathercd rights ending In
August 2017. After discussion wtlh APS they agreed xo switch her w an energy rate
and crr.dlt her back lo August 2017. she hdleves the credit should extend back to
2016.

(08/27/2017) Customer notlhed of solar grandfathering slams via email
(03/22/18) Customer contacted APS to InquIre what rate plan she was on. Was told she was on ECT2
(Combined Advantage 7 pm12pn) legacy ram and needed xo continue to qualify for a grandfathered rata.
(05/07/18) Customer contacted ANS to complain that her bills are hgher than her Installer advised. CSR
discussed ECT2 rate In detail and provided energy saving tips.
(05/14/18) Customer contacted APS again stated she would have request to flange from the ecr2

[Combined Advantage demand) rate in 2016 when her PV system was interconnected to avoid the demand
rate. APS told her they had not received any request from her to change rates. Customer sated her solar
Installer may have made the request on her behalf. APS stated rnstallcrs cannot make rate change requests
on behalf or customers. Customer call was transferred to a sunervlsor who renewed the account and found
no record of her contacting the Company to change rates. However supervisor found she called in lune

2017 and spoke with customer service :oncoming payment arrangements. Supervisor concluded this was a
rnlssed opponunlty for her to be transferred lo the Green Team dedicated to solar customers who might
have recommended she change from ECT2 snce mar rnteractlon was prior lo the deadline. Therefore In the

spirit of customer servlco the company agreed to allow the customer to change from ECf2 (demand) lo ET2
(Torre Advantage 1pmrroon).
(05/22/2019) APS Bllllng Servlces Dept sen! customer letter lrrdlcatlng out research determined the above
address was brllcd incorrectly for the period Sent. 182017 through May 16 2018 States APS voided the
original bills and Issued corrected blls which provided customer a credit of $110.52.

(06/06/18) APS contacted customer. Customer expressed trustraUon with solar Installer and high electric bills.
Requested that she be uedlted for the sr.2 rat: back to Me time of Installation which the company declined.
She again Indicated she would continue her complaint against the Installer.

ACC000136Source: Response to Staff data request 5.13 Page 2 of 4



Attachment 22Sampled APS "Rate Case" Customer Complaints - Solar

Complain! Tf illnComplai! Summary
ANS ACC RA limcampus camplaln\l 0 no: end _

A$PARl10445 ConfusionRequest for rate plan change denied Isolarl7/2/201 B
2018 .
is 1aa1

180702
002

Customer stated ANS put her on a legacy demand rate for her solar plan when she
thought she would be on a legacy standard rate. Claims she received a letter lmrn
ANS telling her she didnt need to take any action. States that APS told her they
notified installers about having customers derange rate plans before deadline but
she didnt hear from her installer and theres no proof APS talked to than. She has
called APS twice and her husband once. and they will not help.

(08/26/2017) Customer submitted an application to install solar.
(08/31/2017) APS received an installer application.
(10/Z6/2017) APS approved the interconnection application allow ing Installation.
(02/27/2018) APS installed meters permlnlng physical interconnection
[GS/30/18) Customer contacted APS to discuss the rate plan he was on. was told he was an F72 legacy rate.
and discussed in detail.
(06/01/18) Customer called to as! w w w  they w ere on the ET2 rate. Was old this w as the rate they w ere
previously on and they w ere grandfathered due to their solar plan. Also told they did not contact APS to
Cha nge the rate by Aug. 31 1017.
(07/09/18) APS contacted customer to discuss ET2 rate in detail. Could not discuss specltlu as the person
w as not on the account but indicated that custamef w as liltdy berger off on the ET2 legacy race than they
. .

ConfusionRequest for rate plan change denied solar)7/13/2018 zoxa
152343

180713
037

she was advised by the solar company Ra go on standard rates
nsvAnao44 s

APS stated nothing else needed re be done.

(OB/21/2017) Customer application for solar submitted w  APS.
(10/05/2017) APS approves customer solar appllcatian and design

Customer stated w as unhappy tht information w as not made dear about making (02/17/2018) Meters set and solar interconnected.
changes to existing rare plan at the time the solar application was accepted. States (05/10/18) Customer contacted APS to discuss Me rate she was on She requested to move onto a legacy

but the letter from standard rate and w as told rt w as not available after Aug. 2017. Moving to existing standard rare w ould
Stated she has now learned she has forfeit her grandfathered status.

nothee grandfathered into the correct rate plan and current has a demand charge. (07/12/18) Customer requested to be moved onto E12 standard legacy rate. Was told it was not available
She wants to move to the legacy standard plan. after Aug. 2017.

(7/IB/18l Customer Advocate called customer do discuss complaint w as told lt w as not a convenient time.
M as rovide: t i  o  a lo u  a u or mnc Ionoccu .. .

Customer applied tor solar and net metering In 2017 to save money. since the
system w as turned on April 2015 electdc bill has gone up ssgnilirantly due to
the demand charges on the plan we were grandlathened Into. States system was
guaranteed to produce 10036 of the power we use and is currently overproducing
so we have not had to purchase any power from ANS. Customer states solar
oarnpany told them they would be on a plan that did not have demand charges or
Urne of day usage. States prior to system tum on received an email from APS that
we did not. need to change plans as we were In the process of having Our solar
permit approved.

ASPARCIO447 ConfusionRequest for rate plan change denied (solar)8/3/2018
1018 .
153137

180803 .
012

(06/26/2017) Customer submltted.solar apphcatlon
(os/07/2017) Customer application fully approved by APS.
(03/20/2018) Meters Se: and solar interconnected.
(06/05/18) Customer contacted APS to change to a nondemand rate plan. CSR said he w ould lose
grandfathered solar plan if he switched.
(07/31/18) Customer again contached APS and requested to be switched to the E12 legacy rate. Was told ll is
no longer available.
(08/07/18) Customer Advocate spoke with customer. who stated that the installer told him they would lethim
know  w hen to request the change to E12 late but did not ottur until alter the deadline. Customer said he
cannot allurd electric bill and PV lease payment. Advocate advised him to contact Installer for assistance and
offered to perform a rate comparison
(08/10/18) Customer Advocate contacted customer to review rate comparison which showed some saving
by sw itching to new  TOUE or R3 rates and lurfelting grandfathered status Stated the new  demand late
(Saver Cholce Max) w as better than TOUE (nondemand TOU Saver Choice.) APS recommended w alling a few
more months w as prudent since there isnt much history w ith solar plan and he cannot sw itch back to a
legacy rate if he leaves.

Alter getting the llrst bill states they contacted APS and w ere told they w ould lose
grandfathering status Ilthey changed rate plans. States they contacted solar teas
company and asked them why we were not notified to change the electric plan
before the cutoff date. States solar company apologized for not conlactlng but
stated APS gave them very short notice and they w ere not able to contactall
customers. They fnher explained that they did na have cusloemr change plans al
the time of initial application as it w ould have cost customer extra month be4ore
the system was approved. Customer is reauestihg to be switched to the standard
plan (presumably E12) or another plan that Is more conducive lo solar.

ConfusionRequest for rafe plan change denied [solar]
8/14/2018 2018

1s41ss
180814

058

Customer quallhed for grandfathered net metering. States has found out he is not
on the best rae plan anti has a bill of over $200 on off peak and ... can never use

A5pAgq044g [his] on peak up. Now  in December they w ill buy it for 2 cents thats so unfair.
Despite contacting installer and APS he stated he was never advised to switch from
a rou plan to a standard plan. Would like to sw itch to a grandfathered bask
plan.

.1.

Request for rate plan change denied (sola fl
B/17/2018 180817

087

Appears to be a solar Installer reaching out to ANS on be half of a customer.
ASPAMD449 Customer w anted to change to a grandfathered rate w ithout a demo nd charge.

Upset that hes not allow ed ta change to another grandfathered plan now .

(06/23/2017) Customer submitted solar application to APS
(10/26/2017) meters set/ solar interconnected
(08/13/18) APS w as contacted by rndvduol to dis: uss bllllng rate. but ho/she w as not on the account so CSR
provided only gender: lnlormatron about the solar rate plan he w as on (Er2) the individual stated that his
neighbor was on the E11 legacy rate and had lower bills. CSR stated that APS could not change legacy plans
after August z 0x1.
(08/17/18) Customer Advocate spoke w ith custo nors husband about their concerns. Advocate said that the
installer advised theE 12rate but said this was based on the APS bills provided to the Installer. Customer
believed he w ould be better of on the E 12 rate. APS stated that the E12 rate Dlan w as no longer available.
APS stated that based on amount of oftpeak net usage. the current plan may be better than the E12 plan

I r .
(0B/23.2017) Customer submitted a solar application.
(10/06/2017) APS review ed and approved the nconnectlon plan permitting solar installation.
(02/05/2018) Meters w ere Installed [permitting interconnection)
(05/09/18) Customer called APS to request to be moved from legacy demand rate (ECT2) to a basic plan. CSR
told him that any changes to solar grandfathered rates had to be made by Aug. 31 1(J17 He indicated that
the installer did not inform him he w ould need to sw itch rate tariffs.
(05/14/18) Installer called APS to Inquire w hether solar customers could sw itch to other grandfathered rates
Told that this w as not allow ed.
(05/17/18) Customer appears to have filed a separate complaint with ACC [201815037l}. Customer
Advocate contacted customer w ho indicated installer quoted him savlngs based on E 12 rate but didnt tell
him he needed to switch plans. Advocate provided energy savlngtlps but could not change the custome4"s
rare plan.
(08/17/18) Appears tn be email correspondence w ith installer nr lessor (name of company blacked out). May
have contacted manager level of APS and aslzed whether they could help with this customer. Reference to
M rrs r In  n l  b u lu ac in nI

II
II
I .
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Attachment 22Sampled APS "Rate Case" Customer Complaints - Solar

C ompl ai !  Summar y C ompl a i n !  T f i l l n
ANS ACC RA limcampus camplaln\l 0 me end _ n

41 9/20/2018 Request f or rate plan derange denied (solar)
180920 .

067
2  o s

155099
ASPAR 004S1

States asked to sneak wllh a superv sor.

Customer has a grandf athered solar olau and said she had not seen any  sav ings

ov er the past y ear comnlalned to APS but was na sauslled with exolanant lons.

was denied lef t  her number f or a

suoerv lsor lo return her call.  states nev er receiv ed that call.

(05/13/2017) Meters set (last step bef ore solar Interconnect.)

(08/16/18) Customer called xo Inquire wlllch rare plan she was on . ECr2 (demand rate) APS states ll

exolalned the demand component of  the ECT2 legacy  rate and say s told :uslome4 a load controller could help

them limit load. say s customer said had a load controller.

(09/17/ls) Called ANS and asked to switch to E 12 (energy  rate. Was told by  csrl that she could not choose

this rate alter Aug. 2817 but could mov e to a new rate plan customer requested to speak with a superv isor

but no one called her back

(09/ZS/18) Customer Adv ocate co ntacted customer. note say s customer stated she called bef ore the deadline

and asked If  she was on the best rate and was told y ear. the inv estigation note states her Installer

recommended she select  a dif f erent rate but she didnt f ollow through Adv ocate rev iewed rate plan opt ions

under new rate plans and told her exist ing grandf athered plan was most eoonomlcal.  Apolglzed to customer

for  l ack of  super vi sor  cal l back.

In closing the oomplalnt. the customer adv ocate answers the ACC ouestlon Is custoernr on the best rate f or

her usage needs? with Yes [customer] is on the most economical rates based on the available rates.

ACC000138Source: Response to Staff data request 5.13 Page 4 of 4
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3. BILLING DETERMINANTS AND BILL COMPARISONS

Overv iew

Overland reviewed the billing determinants used by APS in the Proof of Revenue from the settlement

agreement in its 2015 rate case, and compared the Company's assumptions from 2015 to the actual

customer billing determinants used in 2018. A summary of projected 2015 and actual 2018

determinants for rate class groupings is shown below.*

Table 31 - Billing Determinants Summary

Average

Customers

2018 Actual

Adjusted Base Revenue

MW h ($000)

2015Adjusted Test Year

Average Adjusted Base Revenue

Customers MW h ($000)

494,809

711,080

457,730

66,569

1,730,188

1,475,736

65,213

3,271,137

3,583,261

5,221,299

3,850,894

456,767

13,112,221

14,103,822

514,215

27,730,258

456,301

372,869

192,225

79,421

1,100,816

131,887

2,746

1,235,449

2,895,587

4,523,363

5,759,371

238,216

13,416,537

14,089,945

509,135

28,015,617

398,475

620,647

674,708

29,154

1,722,984

1,463,595

64,900

3,251,479

Rate Class

Residential

Basic Rate Plans 420,207

TimeofUse Energy Plans 329,997

Time-of-Use Demand Plans 263930

Solar Rate Plans 32,856

Subtotal Residential 1,046,990

General Service 127,882

Other* 2460

Totals 1,177,332
* lighting and irrigation rate schedules.

Overall, 2018 base revenue was materially consistent with APS' test year projections, as revised to adopt

the rates in the settlement agreement. However, there were significant variations within the residential

rate classes that are further discussed in the following sections.

Findings

1. Although APS' 2018 base retail residential revenues were in line with 2015 estimates at an

overall level, the number of medium- and large-usage customers transitioning to demand rates

did not meet Company expectations. The comparison of typical bills show that customers on

demand plans were expected to see smaller overall bill increases, and actual bill savings if

converting from a basic plan. As a result, should these customers continue on sub-optimal rate

plans, APS could see higher-than-anticipated revenues in future years.

2. The design of the Company's new rate plans favored demand rates over basic rates and energy

rates. Analysis of typical bills indicates that rate increases for basic (one~part) and time-of-use

1 Response to Discovery Staff 4.5 (ASPAR00370).
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energy (twopart) rate plans were higher than average, while demand (three-part) rate plans

had lower than average increases. Furthermore, customers who were moved by APS onto a

rate plan "most like" their previous plan were less likely to be on the most economical rate

plan.

3. While adjustor revenues accounted for under 6% of APS' total retail revenues in 2018, the

increases since 2015 have been noteworthy. In particular, residential customers have incurred

the vast majority of adjustor increases since the 2015 test year, nearly doubling in the years

since.

Customer Analysis

Average Residential Customers
1 . 11 uuu0

l . 1 n0wr1n

.Wu emu

1 ozrnpon

1070000

I .ohooou

1050909

1040000
zois201s zoxs2017

APS has experienced consistent growth in its residential

and commercial customer bases between 2015 and

2018. While growth in commercial customers has

increased, on average, 1% annually, residential

accounts, which comprise approximately 90% of APS'

customer base, have increased at a faster 1.7% annual

rate since 2015. Residential customer growth has

increased at an even faster pace over the past two

V€31$.2

While the gross customer count has increased since 2015, the distribution of residential customers in

the various rate plans in 2018 differs from the Company's projections:3

Table 32 - Average Customers

Average Customers

Actual Projected

2018 2015 DifferenceResidential by Rate Type

Basic Rate Plans

Time of Use - Energy

Time of Use - Demand

Subtotal - Non solar

%
9%

13%
(27%)
1%

456,301
372,869
192,225

1,021,395

36,094
42,872

(71,705)
7,261

420,207
329,997
263,930

1,014, 134

Solar Rate Plans 79,421 32,856 46,565

Total

142%

5%1,100,816 1,046,990 53,826

2 Based on Response to Discovery, Staff 4.5 (ASPAR00370) and APS FERC Form 1 Reports.

3 Response to Discovery, Staff 4.5 (ASPAR00370).
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Because the Company transitioned to new rate plans in May 2018, the analysis above groups customer

counts in the legacy and new rate plans by the plan characteristics (i.e., two-part or threepart rate).

The data shows that more customers were on basic plans than expected, and significantly fewer

customers chose to move to demand rates. Participation in solar rates more than doubled from 2015

due to the accelerated adoption of rooftop solar installations.

Analysis of plan enrollment data at December 31, 2018 - after the adoption of the new rate structure -

provides additional insight into customer distribution relative to expectations from the 2015 rate case:"

Table 33 - Customers by Rate Class

DifferenceRate Class

Customers by Rate Class

Actual at Projected

12/31/2018 2015

TOU-D

14,283
(13,058)
17,065
55,132

(50,443)
12,426

271,629
126,049
40,482

385,267
64,673

160,471
18

257,346
139,107
23,417

330,135
115,116
148,045

968

R-XS

Basic Rates R-BASIC

RBASIC L

R-TOU-E

R-2

R-3

R-TECH

E-12 EPR

ET-1 EPR

Solar Rates ET-2 EPR

ECT-1R EPR

ECT-2 EPR

%
6%

(9%)
73%
17%

(44%)
8%

(98%)
144%
60%

142%
58%
232%

12,019
5,584

14,019
351
883

29,367
8,924

33,915
553

2,931

(950)
17,348
3,340

19,896
202

2,048

The higher numbers of customers in basic rates is evidenced in the R-XS and R-BASIC L rate classes.

While the larger customer count in the smallest rate plan (R-XS) is comparable to the overall growth

APS' customer base, the variance in the RBASIC L rate class suggests that customers did not migrate

from basic to time-of-use rates in the numbers the Company anticipated. More customers than

expected in the demand rate class group migrated to the R-3 rate, which has higher demand charges

and lower per-kwh energy charges than the R-2 rate. However, there are substantially fewer customers

in the R-2 rate class than estimated.

Furthermore, the increase in solar customers between 2015 and 2018 could partly explain the lower

than expected numbers in other rate classes. APS did not make any projections in the 2015 rate case for

conversions to solar rates; hence, the 2015 figures represent the actual count of solar customers during

that test year. These customers migrating to solar from other rate plans had a material impact to the

variances in the Company's forecast.

4 APS Rate Migration Report - 1231-18 and Response to Discovery, Staff 4.5 (ASPAR00370).
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During the transition, customers could elect to move to a qualifying rate plan. For those that didn't

make a choice, APS moved customers onto rate plans most similar to their existing plan. According to

the Company, 669,831 customers were involuntarily moved to a "most like" rate plan as of May 18,

2018. However, for approximately 56% of those customers, the "most like" rate plan was not the most

economical based on their prior twelve-month consumption data.5

Consumption Analysis

MWh Sold

30 000000

25000000

20000000

15000000

10000000

5000000Il l l
z01s 2015 20]7

. Res idential l  Commerc lal/Other

Despite a 5% increase in the APS customer base,

electricity consumption, as measured in

megawatt-hours (MWh) sold, was relatively flat

in the 2015-2018 time period.6 In its 2018

annual SEC filing, the Company noted,

"[i]mproving economic conditions and customer

growth were offset by energy savings driven by

customer conservation, energy efficiency, and

distributed renewable generation initiatives."7

Residential customers consistently accounted

for 47% of total sales throughout the period.

Electricity sales to residential customers in 2018 generally matched APS' 2015 projections in total, but

showed some variability among rate classes, as shown below.8

Table 3~4 and 35 MWh Sold by Rate Type and Annual kwh per Customer

Basic Rate Plans

Timeo f Use Energy

Time of Use Demand

Subtotal Non solar

Basic Rate Plans

Time of Use Energy

Time of Use Demand

Subtotal Non solar

6891

13707

21822

12995

3583261
5221,299

3850,894
12,655454

2895587

4,523363

5759371
13178321

7853

14,003

20033

12390

24%

15%

(33%)

(4%)

962 14%

296 2%

(1,789) (8%)

(605) (5%)

687674

697936

(1908477)

(522867)

Solar Rate Plans

Total

Solar Rate Plans

Total

238216

13416537

5751

11911

456767

13112221
7250

12814

(1499)

(903)

218551

(304316)

92%

12%)

(21%)

(7%)

The trends are similar to those discussed in the customer analysis above. Relative to the 2015

estimates, higher consumption by customers in basic rate plans was offset by lower consumption by

customers on demand rate plans. Solar consumption increased, commensurate with the large growth in

customer base, but was lower on a per-customer basis. The customers who switched to solar during the

5 Response to Discovery, Staff 9.1.
s Based on Response to Discovery, Staff 4.5 (ASPAR00370) and APS FERC Form 1 Reports.
7 Pinnacle West Form 10K for the year ended December 31, 2018, p.63.
8 Based on Response to Discovery Staff 4.5 (ASPAR00370).
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2015-2018 timeframe used considerably less energy than those who had solar rates during the 2015 test

year.

Revenue Analysis

Base Revenues

Overall, APS' 2018 base revenues from retail electric sales were consistent with the 2015 forecast, with

total base revenues of $3.27 billion approximately 1% higher than the projected amount of $3.25 billion.

The variations for rate plans in residential segment are summarized on the following table:9

Table 3-6 - Base Revenues

Difference

Base Revenues (000's)

Actual Projected

2018 2015Residential by Rate Type

Basic Rate Plans

Time of Use - Energy

Time of Use - Demand

Subtotal - Non solar

$ 398,475

S 620,647

S 674,708

s 1,693,830

s 494,809

s 711,080

s 457,730

s 1,663,619 $ 96,334
s 90,433

s (216,978)

s (30,211)

%
24%

15%

(32%)
(2%)

Solar Rate Plans S 66,569 S 29,154 S 37,415 128%

Total S 1,730,188 S 1,722,984 S 7,204 0%

The distribution of revenue collected from customers in the various rate plans was very similar to the

energy consumption trends noted above, with higher collections from basic rate plans and lower

collections from demand rate plans. This is also reflected in the revenues per customer and per kwh

metrics:10

Table 37 and 3-8 - Base Revenues per Customer and Base Revenues  per k w h

%

0%
(1%)
2%
2%

Base Revenues per kwh
Actual Projected

2018 2015 Difference

$0.1381 $01376 $ 0.0005

$01362 $01372 $(0.0010)

$0.1189 $01171 $ 00018

$04315 $01285 $ 0.0030

Residential by Rate Type

Basic Rate Plans

Time of Use Energy

Time of Use Demand

Average Non solar

Residential by Rate Type

Basic Rate Plans

Time of Use Energy

Time of Use Demand

Average Non solar

%

14%

1%

(7%)

(2%)

Base Revenues per Customer
Actual Projected

2018 2015 Difference

s 1084 s 948 s 136

$ 1907 $ 1881 $ 26

s 2381 S 2556 S (175)

$ 1629 $ 1670 $ (41)

19%
3%

$01224 $ 0.0233
$01284 $ 0.0036

$01457
$0.1320

887 $

1646 s

$ 838 $

s 1572 s
(49)

(74)

Solar Rate Plans

Overall Average

Solar Rate Plans

Ove fall Ave rage
(6%)

(4%)

Retail residential revenues in 2018 were earned on interim legacy rate plans from January through May

and on the revised rate plans from June through December. Despite the risks and complexities of this

9 Response to Discovery, Staff 4.5 (ASPAR00370).

10 Based on Response to Discovery, Staff 4.5 (ASPAR00370).
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transition, the revenues earned per kwh from non-solar customers essentially matched the Company's

2015 forecast.

The impact of revenues from solar customers is more pronounced, as APS made no adjustments to

account for solar customer account conversions subsequent to the 2015 test year. The Company

attributed the causes of the 19% increase in revenue per kwh from solar rate plans to the following:

• More medium-use customers adopted solar between 2016 and 2018, or customers installed
larger solar systems, which resulted in customers with lower net kwh consumption moving to
solar rate plans. As a result, the service charge would have a larger overall bill impact.

As a result of the 2015 rate case settlement, customers who elected solar rate plans after
August 2017 are on less favorable plans than those available in 2015.11

The impact of fewer customers with moderate to large energy consumption moving to demand rate

plans is evident in the revenue per customer analysis, with APS earning 14% more from basic plans and

7% less from demand plans.

Total Revenues

In addition to base revenues collected in the form of service charges, energy charges and demand

charges, APS collects revenues from adjustor mechanisms that represent additional cost recoveries

under separate Acc proceedings. Current adjustors include the Lost Fixed Recovery Surcharge,

Environmental Improvement Surcharge, and Power Supply Adjustor. The tables below show the impact

of these adjustor mechanisms on APS' 2018 revenues."

11 Response to Discovery, Staff 4.9.
12 Response to Discovery, Staff 4.5 (ASPAR00370).
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Table 3-9 - APSBase Revenues and Total Revenues

(amounts in $000's)

-
Variance

Actual

2018

Base Revenues

Projected

2015Rate Class Group
7,204

12,142
313

Residential

General Service

Other*

1,730,188

1,475,736

65,213

1,722,984

1,463,595

64,900

%

0.4%

0.8%

0.5%

0.6%Totals 3,271,137 19,6593,251,419

Projected

2015

Actual

2018 VarianceRate Class Group

55,802
1,551

46

Residential

General Service

Other*

%

89.5%

2.2%

1.5%

62,319

70,561

3,106

118,121
72,112
3,152

Totals 42.2%57,399193,385

_
135,986

Total Revenues

Projected

2015 Variance

Actual

2018Rate Class Group

63,006
13,693

359

Residential

General Service

Other*

1,785,303

1,534,156

68,006

1,848,309
1,547,848

68,365

%

3.5%

0.9%

0.5%

2.3%Totals 3,464,522 77,0583,387,465

* lighting and irrigation rate schedules.

The 2016 settlement agreement included a transfer of $268 million from adjustor mechanisms into

future base rates. The $136 million in projected adjustor revenue shown in the table above represents

the revenues collected in the 2015 test year from adjustors that were not transferred. Adjustor

revenues have continued to increase since the settlement, and were 40% higher in 2018.

Furthermore, the increase in revenues from adjustors has had a much greater impact on residential

customers. Nearly 90% of the adjustor revenue increases was collected through residential rates, while

general service and other rate plans experienced minimal changes to adjustors.

When adjustor revenues are factored into APS' 2015 revenue assumptions, the company has earned $77

million, or 2.3% more than expected, with over 80% of that increase from its residential customers.

Adjustor mechanisms are further discussed in more detail later in this report.
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B il l  Compar isons

Overland analyzed the impact of the rate increase on residential customers by comparing typical bills for

customers consuming similar amounts of energy under the legacy rate plans (prior to the application of

the rate increases in August 2017) to the current tariffs. According to the 2016 settlement agreement,

the average impact to residential class customers was expected to be 15.90%, which was comprised of a

general rate increase (4.54%) and a reallocation of adjustor collections into the base rate (11.36%)."

The adjustor transfers were fully offset through lower subsequent adjustor charges. Our analysis

focused on the impact to base rates, thus the full 15.90% was presumed to be the average bill increase.

Similarly, the 2018 rates do not contain the impact of changes in the adjustor mechanisms since 2015.

As noted in the previous section, adjustor increases increased customer bills by $57.4 million.

Basic Rate Plans

Residential customers on APS' legacy basic rate tariff E-12 that did not elect a different plan during the

conversion were transferred onto the R-XS,RBASIC or RBASIC L tariffs, depending on their average
monthly energy usage. To qualify for the R-XS tariff, monthly consumption must be below 500 kwh,
while the R-BASIC tariff consumption must be below 1,000 kwh per month. Larger customers were
moved to the R-BASIC L tariff, but this plan was frozen to new customers. The bill comparisons for each
tariff are shown below."

Table 310 - Typical Bill Comparison - RXS Tariff

k w h  b l o c k

2018 Rat e 2015 Rat e

R-XS R-12 %Difference

3. 30

5. 29

7. 28

9. 26

7. 11

18%

19%

19%

20%

12%

5 18.24
S 27.92
S 37.61
s 47.30
s 61.12

S 21. 54

s 33. 21

s 44.89

s 56. 56

s 68.23

s
s
s
s
s

Summer

0- 100

101200

201- 300

301- 400

401- 500

Win ter

O- 100

101- 200

201- 300

301- 400

401- 500 20%

21%

22%

22%

23%

$ 21.54
s 33.21
s 44.89
s 56.56
S 68.23

s 17. 97

s 27. 38

S 36. 80

s 46.22

S 55. 64

S 3. 57

s 5.83

$ 8. 09

s 10. 34

S 12.59

13 See ACC Decision No. 76295 Attachment 1, Settlement Agreement Appendix L.
14 The underlying data for all bill comparison schedules in this section were provided in APS' Response to Discovery,

Staff 8.10 (ASPAR00552).
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Table 3-11 - Typical Bill Comparison - RBASIC Tariff

2018 Rate 2015 Rate

k wh  b loc k  R-BASIC R-12 Difference %

7%

0%

- 1%

-4%

6%

s 79.90
s 89.15
$ 101.54
S 113.93
S 126.33

S 74.93
s 88.75
s 102.57
s 118.73
s 134.90

$ 4.97
S 0.40
s (1.03)
s (4.80)
s (8.57)

Summer

501-600

601-700

701-800

801-900

901- 1000

Winter

501-600

601700

701-800

801900

901- 1000

23%

20%

21%

22%

23%

$  7 9 .9 0

s  8 9 .1 5

s 101.54

s 113.93

s 126.33

s 14.85

s  1 4 .6 8

s 17.65

s  2 0 .6 3

s 23.61

s 65.05
s 74.47
s 83.89
s 93.30
$102.72

Table 3-12- Typical Bill Comparison -RBASIC LTariff

Difference %
2018 Rate 2015 Rate

R-BASIC L R-12kwh b lock

11%

8%

6%

4%

2%

1%

0%

- 1%

-2%

-3%

s 167.27
S 180.68
s 194.10
s 207.51
S 220.92
s 234.33
s 247.74
s 261.16
s 274.57
s 287.98

s
s
S
s
s
s
s
s
s
s

s 151.07

S 167.23

S 183.40

s 199.57

S 215.74

S 231.90

s 248.07

s 264.24

s 280.40

S 296.57

16.20
13.45
10.70
7.94
5.18
2.43

(0.33)
(3.08)
(5.83)
(8.59)

Summer

1001-1100

1101- 1200

1201-1300

1301- 1400

1401- 1500

1501-1600

1601-1700

1701- 1800

1801- 1900

19012000

Winter

1001-1100

1101- 1200

1201-1300

1301- 1400

1401- 1500

1501- 1600

49%

49%

48%

48%

47%

47%

47%

47%

46%

46%

55.13

59.13

63.13

67.12

71.11

75.11

79.10

83.10

87.10

91.09

1601-1700

1701-1800

1801-1900

1901-2000

S 112.14

S 121.55

S 12.0.97

s 140.39

S 149.81

s 159.22

s 168.64

s 178.06

s 187.47

s 196.89

s
s
s
s
s
s
s
s
s
s

S 167.27

s 180.68

s 194.10

s 207.51

s 220.92

S 234.33

S 247.74

S 261.16

s 274.57

s 287.98
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For small customers on the R-XS plan, the rate increase was slightly higher than the average overall

increase of 15.9%. The basic service charges and energy charges increased approximately 15-20% for

this group.

One significant change to the basic rate plans was the elimination of the inclining block energy charges

for summer months in the legacy R-12 tariff. While the kwh energy charges are higher in the R-BASIC

and RBASIC L tariffs relative to the RXS tariff, they are actually lower than the R-12 energy charges for

all usage over 400 kwh per month. As a result, summer bills were not impacted by the new rates and, in

some cases, were projected to decrease. The legacy winter rates, however, were on a single block

charge which increased substantially under the new rate structure, as reflected on the tables above.

Time of Use - Energy Plans

APS customers who were on a two-part rate (a basic service charge per day and an on-peak/off-peak

energy charge) and did not elect a different rate plan were moved onto the R-TOU-E tariff. The new rate

tariff maintained the two-part design, with the peak hours changed to 3:00 p.m. to 8:00 p.m. on non-

holiday weekdays. The new tariff also introduced a super off-peak rate for certain hours during the

winter billing period that is approximately 30% of the normal off-peak energy charge. The bill

comparison with the legacy ET-2 tariff is shown below.

Table 313 - Typical Bi ll Comparison - RTOU-E Tari ff

2 0 1 8 R ate 2 0 1 5 R ate

R-TOU-E ET-2 D i f f e r enc e

S elec ted

kwh b lock %

2 0 %

2 2 %

2 3 %

2 3 %

2 4 %

2 4 %

2 5 %

$ 123]6
s 17730
S 23084
$ 28437
$ 33791
S 44499
s 55297

$ 2431
$ 3840
S 5250
$ 6659
$ 8058
s 10885
s 13793

S 14807
S 21570
S 28333
s 35096
$ 41859
s 55384
s 68910

Summer
9011000
1401-1500
19012000
20012500
25013000
30014000
40015000

Winter
9011000
14011500
19012000
20012500
25013000
30014000
40015000

31%

18%

19%

2 0 %

2 1 %

2 1 %

2 2 %

S 13033
$ 18909
s 24786
s 30652
$ 36538
s 48290
s 60043

s 9981
s 16005
s 20766
s 25554
$ 30314
s 39863
$ 494.12

s 3052
s 2904
s 4021
$ 5108
s 6224
s 8427
$ 10631

The increases across all usage blocks were higher than the overall 15.9% projected average. The basic

service charge was reduced in the R-TOU-E, tariff, offset by higher energy rates, especially the offpeak

energy charge. The severity of the increases in the winter period was mitigated somewhat by the new

super off-peak energy charge.
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Dem and Plans

APS offers two demand plans in its current offerings. These plans have a three part structure with a

basic service charge, a demand charge based on the highest hourly on-peak demand, and an energy

charge. The R-2 tariff has a lower demand charge and higher energy charge than the R-3 tariff. Most

APS customers on a demand rate as of December 31, 2018 were on the R3 tarif f . Overland compared

typical bills over a selection of usage blocks from the legacy ECT-2 demand rate to the R-3 tariff below.

Table 314 - Typical Bi ll Comparison - R 3 Demand Tari ff

Selec ted 2018 Rate 2015 Rate

k w h b lock R 3 ECT2 Dif ference %

(5.81)
6.65

38.75
43.06
64.15
75.64
77.91

4%

3%

17%

15%

20%

18%

16%

$ 137.71
s 208.87
S 271.32
s 330.28
s 385.76
s 498.45
$ 576.26

s 143.53
s 202.22
$ 232.57
S 287.22
s 321.62
s 422.81
s 498.36

s
S
s
s
s
s
s

Summer
9011000
14011500
19012000
20012500
25013000
30014000
40015000

Winter
901-1000
14011500
19012000
20012500
25013000
30014000
40015000

11%

-8%

5%

3%

8%

8%

8%

s 97.29
s 142.59
s 186.67
s 228.30
S 267.48
s 349.51
s 415.64

s (12.37)
s (12.54)
s 8.04
s 7.54
s 19.50
s 24.74
s 31.75

s 109.66
S 155.13
s 178.63
s 220.76
s 247.98
s 324.77
S 383.89

In most instances, bill increases were projected to be lower than the 15.9% overall average, and in some

cases, were expected to decrease. The R-3 tariff had a lower basic service charge and lower average

increases in per-kWh energy charges than other rate plans. These were somewhat offset by demand

charge increases of approximately 30%, which had a greater impact on summer bills that typically have

higher peak demand.

Rate Plan Trans i ti ons

As discussed in other sections of this report, customers were encouraged to compare estimated rates on

the various rate plans and select the most economical plan based on their consumption patterns.

Overland analyzed the typical bills for a selection of usage blocks under various transition scenarios to

determine the impacts of moving to a different plan, as shown on the tables below.
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Tables 3-15 and 316 - Typical Bill Comparison -Transitions from Basic Rate Plans

Tarif f

%%

Convers ion  from Bas ic  Rate Tarif f  to  Demand Tariff

Se lec t ed 2018 Rate 2015 Rate
k w h  b l o c k R-3 E-12 Dif ference

Convers ion from Basic  Rate Tariff to  Ener

Se lec t ed 2018 Rate 2015 Rate
k w h  b l o c k R-TOU-E E-12 Dif ference

10%

0 %

4 %

7 %

9 %

12%

14%

2 %

3 %

-9%

- 12%

16%

21%

- 28%

s 134.90
S 215.74
S 296.57
S 377.41
$ 458.24
s 630.81
s 803.38

s 137.71
s 208.87
s 271.32
s 330.28
s 385.76
S 498.45
s 576.26

s 134.90
s 215.74
s 296.57
s 377.41
s 458.24
S 630.81
s 803.38

S 148.07
$ 215.70
s 283.33
s 350.96
s 418.59
S 553.84
s 689.10

s 13.17
s (0.04)
s (13.24)
s (26.45)
s (39.65)
s (76.97)
$(114.28)

s 2.81
s (6.87)
s (25.25)
S (47.13)
S (72.48)
$(132.36)
$(227.12)

Summer
9011000
1401-1500
19012000
20012500
25013000
3001-4000
40015000

Winter
901-1000
14011500
19012000
20012500
25013000
30014000
40015000

2 7 %

2 6 %

2 6 %

2 6 %

2 6 %

2 5 %

2 5 %

- 5%

5 %

5 %

-6%

-8%

-9%

13%

Summer
9011000
14011500
1901-2000
20012500
2501-3000
3001-4000
40015000

Winter
9011000
14011500
19012000
20012500
25013000
30014000
40015000

$ 97.29
$ 142.59
$ 186.67
$ 228.30
s 267.48
$ 349.51
s 415.64

S 130.33
s 189.09
s 247.86
s 306.62
s 365.38
s 482.90
s 600.43

s 102.72
s 149.81
s 196.89
s 243.98
s 291.06
S 385.23
s 479.40

$ 102.72
$ 149.81
S 196.89
S 243.98
$ 291.06
$ 385.23
$ 479.40

s 27.61
S 39.29
s 50.97
$ 62.65
s 74.32
S 97.67
s 121.03

S (5.43)
s (7.22)
s (10.22)
$ (15.68)
S (23.58)
$ (35.72)
S (63.76)

Table 3-17 - Typical Bill Comparison - Transitions from Energy Plan to Demand Plan

%

Selected 2018 Rate 2015 Rate
kwh blow R-3 EI-2 Difference
Summer

9011000
14011500
19012000
2001-2500
25013000
30014000

13.95
31.57
40.49
45.91
47.85
53.46
24.19

11%

18%

18%

16%

14%

12%

4 %

s 137.71
$ 208.87
s 271.32
s 330.28
$ 385.76
s 498.45
s 576.26

S 123.76
s 177.30
s 230.84
s 284.37
s 337.91
s 444.99
s 552.07

s
s
s
s
s
s
s40015000

Winter
3 %

11%

1 0 %

- 11%

1 2 %

12%

- 16%

901-1000
1401-1500
19012000
20012500
25013000
30014000
4001-5000

S 99.81
s 160.05
s 207.66
s 255.54
s 303.14
$ 398.63
S 494.12

s 97.29
s 142.59
s 186.67
s 228.30
s 267.48
s 349.51
s 415.64

S (2.52)
s (17.46)
s (20.99)
s (27.24)
S (35.66)
s (49.12)
s (78.48)

Customers with low energy consumption (less than 500 kwh per month) were moved to the R-XS rate

tariff and were not expected to materially benefit from another rate plan. For moderate and large

customers on basic plans, most would see lower than average bill increases, and in many cases would

see bills decrease on a demand tariff. While the introduction of a demand charge would change the

billing structure for those customers moving from basic and energy rate plans, substantially lower per-
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kwh energy charges and lower basic service charges would potentially offset the demand charge. The

cost advantages from these plans were higher as consumption increased.

The change from the basic rate tariffs to a time-of-use energy tariff had a mixed effect. In similar

fashion to customers previously on time-of-use rate plans, the elimination of the summer inclining block

charge led to projected reductions in the summer bills. However, the winter bills were estimated to

increase more than the 15.9% average due to higher per-kWh energy charges.
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4. ADiusToR MECHANISMS

In addition to base rates which account for a significant portion of the revenues collected by APS, the

utility also employs a number of different adjustor mechanisms. Some of these mechanisms are

designed to match, in a more timely manner, the amount paid by customers for electricity with the

actual costs to supply it. Other adjustor mechanisms fund certain programs costs (e.g, demand-side

management and renewable energy). During 2018, APS had the following adjustor mechanisms:

.

.

.

.

•

.

.

Power Supply Adjustor (PSA),

Transmission Cost Adjustor (TCA),

Lost Fixed Cost Recovery Mechanism (LFCR),

Environmental Improvement Surcharge (ElS),

Demand-Side Management Adjustment Charge (DSMAC),

Renewable Energy Adjustment Charge (REAC), and

Tax Expense Adjustment Mechanism (TEAM).

Find ings

1. As part of the settlement agreement associated with APS's last rate case, $268.0 million of costs

previously recovered through adjustor mechanisms were transferred into base rates, and

prospective tracking of two of the eight adjustors was ended (Four Corners Rate Rider and

System Benefits Adjustment).

2. Prior to this 2017 transfer, APS recognized $430.4 million of adjustor mechanism revenues in
2016, which accounted for 12.8 percent of all revenues recognized during this time period.

3. Attributing the $268.0 million transferred to the adjustor mechanisms that originally generated
their cost recovery, 2018 adjustor mechanism revenues for the six adjustors that continued to
be tracked were as follows:
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Table 41 - APS Continuing Adjustor Mechanisms

APS

Continuing Adjustor Mechanisms

(in 0005)

Descr iption 2018

Revenues

(in 000's)

s 113,259
173,260
81,271
4,785

36,382
129,242

$ 538,199

Power Supply Adjustor

Transmission Cost Adjustor

Lost Fixed Cost Recovery Mechanism

Environmental Improvement Surcharge

Demand-Side Management Adjustment Charge

Renewable Energy Adjustment Charge

% of Total

Source: Table 4-11.

This represented a $150.7 million increase over revenues recognized in 2016 for these same six adjustor

mechanisms.

4. The establishment of the new Tax Expense Adjustment Mechanism resulted in a refund to

customers of $119.5 million in 2018.

5. Since the two cancelled adjustor mechanisms had little impact on the change in adjustor

mechanism revenues realized in 2016 and 2018 (approximately a $0.2 million increase), the

net increase in revenues attributed to adjustor mechanisms totaled $31.4 million (2016 vs.

2018) or 7.3 percent. As a percentage of total revenue realized, adjustor mechanism revenues

increased from 12.8 percent to 13.3 percent between 2016 and 2018.

6. Amounts recorded in adjustor mechanism balancing accounts as of December 31, 2018 depict

a negligible $0.3 million total over-collection that will be refunded to customers as these

accounts are trued up in future periods.

Magnitude of Adjustor Mechanism Revenues

Revenues originally attributable to adjustor mechanisms have increased not only in dollar terms but as a

percentage of total APS revenues in the past few years. However, this may not be immediately obvious

but for one of the key terms and conditions of the settlement agreement associated with the company's

last rate case.
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In the 2017 Settlement Agreement, the parties agreed that $267,953,000 of costs previously recovered

through adjustor mechanisms would be transferred into base rates. Although the increase in base rate

revenue caused by this transfer is completely offset by the decrease in adjustor mechanism revenue,

this reclassification also obscures the identity of a portion of revenues originally attributable to adjustor

mechanisms on a prospective basis. For purposes of our analyses, we continue to attribute this

transferred portion of adjustor mechanism revenue to its original classification - in other words, as if no

transfer had occurred. By doing so, it is possible to isolate the impact that these adjustor mechanisms

have had on customers in recent years. This is demonstrated in the following table:

Table 4-2 - Adjustor Mechanisms an d Base Revenues

APS

Adjustor  Mechanism and Base Revenues

(in 000s)

(A) (B) (q = (A) + (B)
Total

Adj Mech
s. Base

Revenues

Adjustor
Mechanism
Revenues

Base
RevenuesDescr iption

s2016 Activ ity

% of Total

3,367,270

100.0%

430,414 s 2,936,856 s
12.8% 87.2%

sLlnadjusted 2018 Activity (1)
% of Total

3,473,888

100.0%

193,813 S 3,280,075 S

5.6% 94.4%

267,953 (267,953)2017Adjustor Mechanism Transfer (2)

$Adjusted 2018 Activity (3) = (1) + (2) 461,766 S 3,012,122 S 3,473,888

% of Total 13.3% 86.7% 100.0%
Source: Responses to Discovery, Staff 5.6, 5.7, and 6.5 and AppendixD to the Settlement

Agreement related to Acc DecisionNo. 76295 in DocketNos.E-01345A-16-0036 and

E-01345A-16-0123.

As shown in the preceding table, once the 2017 rate case transfer is accounted for, adjustor mechanism
revenues increased from $430,414,000 in 2016 to $461,766,000 in 2018 and also comprise a larger
portion of total revenues (13.3% vs. 12.8%).1

A discussion of each of the current adjustor mechanisms follows.

1 2016 adjustor mechanism revenues include $42,929,000 associated with the Four Corners Rate Rider and the
System Benefits Charge, both of which no longer exist (Response to Discovery, Staff 6.5). The 2017 transfer also includes
$43,066000 of revenues associated with these two adjustor mechanisms.
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Power Supply Adjustor (PSA)

The PSA mechanism was originally approved by the Commission on June 28, 2007 in Decision No. 69663

and subsequently amended in later decisions, including the most recent rate case (Decision No. 76295

dated August 18, 2017). The PSA mechanism is designed to recover fuel and purchased power costs and

other production-related variable costs to the extent those costs deviate from the utility's base PSA cost.

The base fuel and purchased power costs amount to $0.030168 per kwh, a rate which was authorized in

Decision No. 76295. Other components of the PSA include environmental chemical costs for lime,

sulfur, and ammonia used at fossil fuel generation sites and the net margins from the sales of emission

allowances. As with the fuel and purchased power costs mentioned previously, the PSA allows for the

refund or recovery of chemical costs that deviate from the base cost amount of $0.000500 per kwh and

of margins on the sale of emission allowances that deviate from the base cost amount of ($0.000001)

per kwh. In all cases, the PSA costs permitted for recovery must be prudently incurred?

Absent express approval from the Commission, the change in the PSA from year-to-year cannot exceed

$0.004 per kwh. However, if conditions lead to extraordinarily high deviations from base costs, the PSA

can be modified mid-year subject to Commission authorization

The operation of the PSA mechanism includes the computation of a forward component (based on an

expectation of the upcoming year's PSA costs), a historical component (involving the true-up of actual

PSA costs with the recovery of such costs in base rates and the forward component), and (if necessary) a

transition component (only applicable when a mid-year change is authorized).4

The PSA typically adjusts annually at the beginning of February. In 2017, it also was adjusted in the

interim when the most recent rate case was decided. The PSA rate has been as follows in recent years:

2 Response to Discovery, Staff 2.38 (APSAR00293, pp. 12 of 20).
3 Response to Discovery, Staff 2.38 (APSAR00293, p. 2 of 20).
4 Response to Discovery, Staff 2.38 (APSAR00293, p. 2 of 20). No trahsition component has been included in the PSA

since 2015 (interview of company personnel on April 11, 2019).
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Table 43 - PSA Rate (per kwh)

I

0 I  oI  o

%
Chan e

NMF

Historical
Com re nt

(0.000321)
(0.000321)
0.002546
0.001122

720.7%
-63.6%

Total
Rate

(0.001348)
0.000555
0.004555
0.001658

APS
PSA Rate

er kwh
Time Period Fonuard

for the eriod be inning Com rent
February 1, 2017 (0.001027)
August 19, 2017 0.000876
February 1, 2018 (A) 0.002009
Februa 1 2019 0.000536
Source: 2018 Pinnacle West Form 10-K, p. 121.

(A) The increase in rates as of February 1, 2018 was capped at $0.004 kwh.
Amounts in excess of this cap were carried forward to future time periods.

The associated regulatory asset account, which accounts for the true-up of actual costs incurred and
costs recovered through customer rates, has experienced the following activity during 2018:
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Table 44 - Deferred Fuel and Purchased Power Regulatory Asset

APS
Defer r ed  Fu el  an d  Pu r ch ased  Po w er  Reg u lat o r y  Asset

in  000s

Tw el v e Mo n t h  En d ed
Dec  31,  2018

in  000' s

s 75,637

78, 277

(116,750)

$ 37, 164

Beginning Balance
Deferred Fuel and Purchased Power Costs - Current Period
Amounts Refunded / (Char ed) to Customers
End if Balance
Source: 2018 Pinnacle West Form 10-K, . 121.

Comparing PSA adjustor revenues recognized both before and after the most recent rate case, they

Increased from $32,872,000 in 2016 to $113,259,000 in 2018. This reflects a monthly increase of

$6,699,000 2016 monthly PSA adjustor revenue ranged from ($8,301,000) to $5,278,000 while 2018

monthly PSA adjustor revenue ranged from $1,026,000 to $14,236,000.5 Adjustor revenues for all

months in 2016, 2017, and 2018 can be found in Attachment 4-1.

Transmission Cost Adjustor (TCA)

The Federal Energy Regulatory Commission (the FERC) regulates rates for wholesale power sales and

transmission services. With the introduction of a formula rate-setting methodology at the FERC in 2008

to more accurately reflect and recover certain costs that APS incurs in providing transmission services,

the Arizona Corporation Commission decided to permit the recovery of charges for transmission costs

associated with serving the utility's retail customers through an automatic adjustment mechanism

rather than pursuant to a formal application (2012 Settlement Agreement). However, the Commission

retains the right to suspend such changes as it sees fit.°

The TCA includes the formula-driven Network Integration Transmission Service (NITS) filed with the

FERC as well as other ancillary services. The formula rate is updated annually on June 1. Unlike the

NITS, ancillary services charges are subject to change only after a separate filing is made by APS with the

FERC.7

When applied to APS's Retail Electric Rate Schedules, the TCA takes the form of a monthly kwh charge

for Residential Service Customers and those General Service Customers with less than or equal to 20 kW

of power. The TCA is applied as a monthly kW charge to all other Standard Offer customers.8

5 Obtained or derived from Response to Discovery, Staff 5.6.
6 2018 Pinnacle West Form 10K, pp. 18 and 121 and Response to Discovery, Staff 2.38 (APSAR00294, p. 1 of 35).
7 2018 Pinnacle West Form 10K, p. 122 and Response to Discovery, Staff 2.38 (APSAR00294, pp. 1-2 of 35). According

to the company, adjustments for ancillary services have not been made to the TCA since the 1990s (interview of company
personnel on April 11, 2019).

8 Response to Discovery, Staff 2.38 (APSAR00294, p. 1 of 35).
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For the twelve-month period beginning June 1, 2017, APS's annual wholesale transmission rates for all

users of its transmission system increased by approximately $35.1 million in accordance with the FERC-

approved formula. In the following year beginning June 1, 2018, the same rates decreased by $22.7

million. Some of this decrease in 2018 is attributable to the reduced federal corporate income tax rate

resulting from the Tax Cuts and Jobs Act.9

As part of the 2017 Settlement Agreement, $128,785,000 of TCA costs were transferred from the

adjustor mechanism to base rates. Taking this transfer into account, TCA adjustor revenue increased

from $139,150,000 in 2016 to $173,260,000 in 2018 ($128,785,000 transferred + $44,475,000

associated with the 2018 adjustor mechanism). This reflects a monthly increase of $3,706,000. 2016

monthly TCA adjustor revenue ranged from $6,701,000 to $19,100,000 while 2018 monthly TCA adjustor

revenue (including the amount transferred in 2017) ranged from $7,571,000 to $19,775,000.10 Adjustor

revenues for all months in 2016, 2017, and 2018 can be found in Attachment 4-1, exclusive of the 2017

transfer.

The TCA balancing account, which captures differences between the approved revenue requirement and

the actual revenue, had the following activity in 2018:

Table 4-5 - TCA Balancing Account

APS

TCA Balancing Account
in 000s

Tw e lv e  Mon th  Ended

Dec 31, 2018
in 000's

sBeginning Balance
Current Period Deferral
Current Revenue Offset

1,220

7,304
3,891

End if Balance
Source: Res onse to Discove , Staff 6.3.

This suggests that customers will eventually be billed $4,633,000 in the future through balancing
account true-ups. A reconciliation of the amounts recognized in 2018 TCA mechanism revenues and the
components of the above balancing account is provided in Attachment 4-2.

9 2018 Pinnacle West Form 10K, p. 122.
10 Obtained or derived from Response to Discovery, Staff 5.6 and Appendix D to the Settlement Agreement related to

Acc Decision No. 76295 in Docket Nos. E01345A-160036 and E01345A-160123. For purposes of calculating the monthly
range, we allocated the 2017 transferred amount equally among the 12 months of 2018.
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L o s t  Fix ed  Co s t  Rec o v ery Mec h an is m  (L FCR)

The LFCR is designed to recover fixed costs of providing services (e.g., power poles, wires, other delivery

infrastructure) that would otherwise have been collected but for mandated energy efficiency and

distributed generation requirements which effectively reduce customer energy consumption. The

kWh's lost from energy efficiency programs are based on a third-party evaluation while kWh's lost from

distributed generation are determined from metered output from such units. After initial establishment

in the 2012 Settlement Agreement, the current LFCR was approved by the Commission in the utility's

last rate case (Decision No. 76295) on August 18, 2017.11

The LFCR adjustment is subject to an annual 1 percent year-over-year cap of retail revenues. Any

amount in excess of this cap is deferred for collection to future adjustment periods. The LFCR

adjustment is applied as a kW charge for customers on a demand rate and a kwh charge for those with

an energy-only rate."

Prior to the 2017 Settlement, the energy-only customers experienced adjustments of 3.1 cents per

residential kwh lost and 2.3 cents per non-residential kwh lost. Those amounts were revised to 2.5

cents per kwh lost for both residential and nonresidential customers in the 2017 Settlement.

Effective for the first billing cycle of April 2017, the Commission approved an LFCR adjustment of $63.7

million as requested by APS. The Commission next approved a $60.7 million adjustment (a $3 million

per year decrease) effective as of March 1, 2019. Although the utility has recently filed an annual LFCR

recovery amount of $36.2 million (a $24.5 million decrease from previous levels), the Commission has

not yet authorized this rate request.*3

As with the TCA, LFCR costs were transferred to base rates as part of the settlement agreement

associated with the last rate case. The total amount of LFCR costs transferred was $46,054,000

Compared to 2016 LFCR adjustor revenues of S62,649,000, 2018 LFCR adjustor revenues were higher by

approximately 30 percent ($46,054,000 transferred + $35,217,000 associated with the 2018 adjustor

mechanism = $81,271,000 vs. $62,649,000). This is equivalent to a monthly increase of $1,552,000 in

LFCR adjustor revenues. In 2016, the LFCR adjustor revenues ranged from $3,006,000 to $12,028,000

while 2018 LFCR adjustor revenues (including the 2017 transferred amount into base rates) ranged from

$3,426,000 to $7,934,000.14 Adjustor revenues for all months in 2016, 2017, and 2018 can be found in

Attachment 41, exclusive of the 2017 transfer.

11 Bill explanation obtained from the APS website, Response to Discovery, Staff 2.38 (APSAR00295, p. 1 of 12), and
2018 Pinnacle West Form 10K, p. 122.

12 Response to Discovery, Staff 2.38 (APSAR00295, pp. 23 of 12).
13 2018 Pinnacle West Form 10K, pp. 122123. Delays in the implementation of the LFCR adjustment have no adverse

impact on APS as over or underrecoveries of costs are trued up in a balancing account.
14 Obtained or derived from Response to Discovery, Staff 5.6 and Appendix D to the Settlement Agreement related to

Acc Decision No. 76295 in Docket Nos. E01345A-160036 and E01345A-160123. For purposes of calculating the monthly
range, we allocated the 2017 transferred amount equally among the 12 months of 2018.
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The LFCR balancing account, which recovers costs from customers with a one-year lag, had the following

activity in 2018:

Table 46 - LFCR Balancing Account

APS

LFCR Balanc ing Account

in 000s
Twelve Month Ended

Dec 31, 2018

in 000's

SBeginning Balance
Current Period Deferral
Current Revenue Offset

59, 844

33, 804

61,213

End if Balance
Source: Res onse to Discove , Staff 6.3.

The ending balance of $32,435,000 will be collected from customers in future periods through balancing

account true-ups. A reconciliation of the amounts recognized in 2018 LFCR mechanism revenues and

the components of the above balancing account is provided in Attachment 42.

Environmental Improvement Surcharge (ElS)

The ElS provides for the recovery of the capital carrying costs of actual environmental investments made

by APS not already recovered in base rates (as approved in Decision No. 76295) or through another

Commission-approved adjustment. It is computed using qualifying investments closed to plant-in

service during the preceding calendar year. Qualifying investments include projects designed to comply

with established environmental standards for water, waste, and air including, but not limited to,

restrictions on carbon dioxide, sulfur oxide, nitrogen oxide, particulate matter, volatile organic

compounds, and toxins. Capital carrying costs will consist of a return on qualified net plant (using the

utility's approved weighted average cost of capital), depreciation expense, income taxes, property taxes,

and associated O&M expense.15

The ElS adjustment is assessed to customer bills using a per kwh rate. However, the rate will not exceed

$0.00050 per kw, which is an increase from the previous cap of $0.00016 per kwh.16

In 2017, pursuant to the settlement agreement associated with the company's last rate case, $2,459,000

was transferred from the ElS adjustor mechanism to base rates. This resulted in an increase in annual

revenues attributable to the ElS of $764,000 ($2,459,000 transferred + $2,326,000 associated with the

2018 adjustor mechanism = $4,785,000 vs. $4,021,000 associated with the 2016 adjustor mechanism).

On a monthly basis, this only amounted to a $64,000 increase which involved amounts ranging from

is Response to Discovery, Staff 2.38 (APSAROO296, pp. 12 of 6).
16 Response to Discovery, Staff 2.38 (APSAR00296, p. 1 and 3 of 6) and 2018 Pinnacle West Form 10K, p. 117.
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$190,000 to $502,000 in 2016 and $203,000 to $547,000 in 2018.17 Adjustor revenues for all months in

2016, 2017, and 2018 can be found in Attachment 41, exclusive of the 2017 transfer.

The ElS balancing account experienced the following activity in 2018:

Table 47 - ElS Balancing Account

APS
ElS Balancing Account

in 000s
Twelve Month Ended

Dec 31, 2018
in 000's

s
54

Beginning Balance
Current Period Deferral
Current Revenue Offset
End if Balance
Source: Res onse to Discove , Staff 6.3.

The ending balance of $54,000 will be collected from customers in future periods through balancing
account true-ups. A reconciliation of the amounts recognized in 2018 ElS mechanism revenues and the
components of the above balancing account is provided in Attachment 4-2.

Demand-Side Management Adjustment Charge (DSMAC)

The DSMAC was originally approved by the Commission in Decision No. 67744 and most recently revised
in Decision No. 76295. The DSMAC provides for the recovery of demand-side management (DSM)
program costs and energy efficiency performance incentives. DSM program costs are limited to those
programs approved by the Commission in the annual Energy Efficiency Implementation Plan (a.k.a. the
Demand Side Management Implementation Plan).18 These costs include, but are not limited to,
program development, implementation, promotion, training, marketing, communication, advertising,
research & development, and measurement evaluation and research. Performance incentives represent
a percentage of the net economic benefits from approved energy efficiency programs."

The DSMAC is applied as either a monthly kwh charge or a kW demand charge depending on the nature
of the customer's rate plan. It is calculated by projecting program costs and performance incentives for
the upcoming year, adjusted by the over or under-collection of costs in previous periods. On residential
customer bills, the DSMAC is combined with the Renewable Energy Adjustment Charge and presented as
the "Environmental Benefits Surcharge".2°

17 Obtained or derived from Response to Discovery, Staff 5.6 and Appendix D to the Settlement Agreement related to
Acc Decision No. 76295 in Docket Nos. E-01345A-160036 and E-01345A-16-0123. For purposes of calculating the monthly
range, we allocated the 2017 transferred amount equally among the 12 months of 2018.

18 Response to Discovery, Staff 5.5.
19 Response to Discovery, Staff 2.38 (APSAROO297, pp. 12 of 3).
20 Response to Discovery, Staff 2.38 (APSARO0297, p. 3 of 3).
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On August 15, 2017, the Commission approved the utility's amended 2017 amended DSM

Implementation Plan which had a budget of $66.6 million. The company filed its original 2018 DSM

Implementation Plan in the third quarter of 2017 with an amended plan shortly following (November

2017). In this plan, APS proposed modifying the DSM portfolio to better meet system and customer

needs by focusing on peak demand reductions, storage, load shifting and demand response programs in

addition to traditional energy savings measures. The submitted budget for both the original and

amended 2018 DSM Implementation Plan was $52.6 million. The Commission has not yet ruled on the

utility's 2018 amended plan. APS filed a 2019 DSM Implementation Plan on December 31, 2018 with a

budget of $34.1 million. The Commission has not ruled on this plan either."

In 2017, APS transferred $9,993,000 of DSMAC adjustor revenues to base rates pursuant to the rate case

settlement agreement. As a result, 2018 DSMAC adjustor revenues were effectively $15,093,000 lower

than 2016 ($9,993,000 transferred + $26,389,000 associated with the 2018 adjustor mechanism =

$36,382,000 vs. $51,475,000 associated with the 2016 adjustor mechanism). On a monthly basis, this

equates to a decrease of $1,258,000. 2016 DSMAC adjustor revenues ranged from $3,446,000 to

$5,822,000 per month compared to 2018 revenues of $2,413,000 to $3,872,000 per month." Adjustor

revenues for all months in 2016, 2017, and 2018 can be found in Attachment 4-1, exclusive of the 2017

transfer.

As of December 31, 2018, unlike the previous balancing accounts discussed in this chapter, APS had

over-collected amounts associated with its DSMAC mechanism. This can be seen in the following table:

Table 4 8 - DSMAC Balancing Account

s

APS
DSMAC Balancing Account

in 000s
Twelve Month Ended

Dec 31, 2018
in 000°s

(5,924)
(1,738)
18,727
26,389

l

Beginning Balance
Current Period Deferral
Current Revenue Offset
End if Balance S
Source: Res onse to Discove , Staff 6.3.

21 2018 Pinnacle West Form 10K, p. 120.

zz Obtained or derived from Response to Discovery, Staff 5.6 and Appendix D to the Settlement Agreement related to
ACC Decision No. 76295 in Docket Nos. E01345A-160036 and E01345A-160123. For purposes of calculating the monthly
range, we allocated the 2017 transferred amount equally among the 12 months of 2018.
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The ending balance of ($26,389,000) will be refunded to customers in future periods through balancing

account true-ups. A reconciliation of the amounts recognized in 2018 DSMAC mechanism revenues and

the components of the above balancing account is provided in Attachment 4-2.

Renewable Energy Adjustment Charge (REAC)

In 2006, the Commission adopted the Renewable Energy Standard (RES). Under the RES, utilities

regulated by the Commission must supply an increasing percentage of their retail electric energy sales

from renewable sources, such as solar, wind, biomass, biogas, and geothermal technologies. In 2019,

the renewable energy requirement is 9 percent of retail electric sales, and in 2025, it will be 15 percent.

In the past, APS has committed to use its best efforts to add new sources of renewable energy over and

above the RES requirements. APS met its renewable energy commitment in 2015 which was

memorialized in its 2009 general retail rate case settlement agreement."

In concert with the RES, a tariff was established which is designed to recover the costs incurred by APS

to met its annual renewable energy requirement (Schedule REAC-1). Schedule REAC-1 recovers the cost

of renewable energy programs included in the utility's annual Renewable Energy Standard

Implementation Plan and approved by the Commission that are not otherwise recovered in base rates or

other adjustor mechanisms. Similar to the DSMAC, allowable costs include, but are not limited to,

program development, implementation, training, marketing, communication, advertising, monitoring,

and evaluation. They also include capital carrying costs for renewable energy-related capital

investments. In this context, capital carrying costs include a return on the investment (using the utility's

approved weighted average cost of capital), depreciation expense, income taxes, property taxes,

deferred taxes and tax credits, and associated O&M expense."

Schedule REAC-1 is revised annually to recover projected allowable costs for the upcoming calendar

year. If there is an over- or under-collection of costs in a given period, it will be trued up in a subsequent

calendar year."

The REAC takes the form of a monthly kwh charge. lt is subject to a surcharge limit calculated for

specific customer classes as determined by APS and approved by the Commission. As noted previously,

it is combined with the DSMAC on residential customer bills and presented as the "Environmental

Benefits Surcharge".2°

APS transferred $37,596,000 from its REAC adjustor mechanism to base rates in 2017 as a result of the

rate case settlement agreement. 2018 REAC adjustor revenues are effectively $31,924,000 higher than

2016 REAC adjustor revenues as a result ($37,596,000 transferred + $91,646,000 associated with the

2018 adjustor mechanism = $129,242,000 vs. $97,318,000 associated with the 2016 adjustor

23 2018 Pinnacle West Form 10K, p. 14.
24 Response to Discovery, Staff 2.38 (APSAR00298, p 1 of 2).
2s Response to Discovery, Staff 2.38 (APSAR00298, p. 2 of 2).
26 Response to Discovery, Staff 2.38 (APSARO0298, p. 2 of 2 and APSAR00297, p. 3 of 3).
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mechanism). On a monthly basis, this amounts to a $2,660,000 increase in revenues. 2016 monthly

REAC adjustor revenues ranged from $7,291,000 to $9,235,000 compared to 2018 REAC adjustor

revenues which ranged from $8,854,000 to $12,429,000.27 Adjustor revenues for all months in 2016,

2017, and 2018 can be found in Attachment 4-1, exclusive of the 2017 transfer.

Like the previous balancing account, the REAC balancing account as of December 31, 2018 was in an

over-collected position as noted in the following table:

Table 49 - REAC Balancing Account

APS

REAC Balanc ing  Account

in  000s

Tw el v e Mo n t h  En d ed

Dec 31,  2018

in  000' s

s (23,155)
94,571

116,402
44,986

BeginningBalance
Current Period Deferral
Current Revenue Offset
End if Balance
Source: Resonse to Discove

s
, Staff 6.3.

The ending balance of ($44,986,000) will be refunded to customers in future periods through balancing
account trueups. A reconciliation of the amounts recognized in 2018 DSMAC mechanism revenues and
the components of the above balancing account is provided in Attachment 4-2.

Tax Expense Adjustment Mechanism (TEAM)

The TEAM was approved in the August 18, 2017 decision by the Commission (Decision No. 76295) to
enable the pass through of material income tax effects resulting from potential federal income tax
reform legislation to customers. Later that year, the Tax Cuts and Job Act was enacted, and as a result,
the corporate tax rate was reduced from 35 percent to 21 percent effective on January 1, 2018.28

The calculation of the TEAM includes the following components"

.

.

The change in the federal income tax rate from that applied to the utility's adjusted 2015 test
year,
The annual amortization of any resulting change in the excess deferred income tax regulatory
account compared to the utility's adjusted 2015 test year, and

27 Obtained or derived from Response to Discovery, Staff 5.6 and Appendix D to the Settlement Agreement related to
Acc Decision No. 76295 in Docket Nos. E-01345A-160036 and E-01345A-160123. For purposes of calculating the monthly
range, we allocated the 2017 transferred amount equally among the 12 months of 2018.

z8 Response to Discovery, Staff 2.38 (APSAR00299, p. 1 of 15) and 2018 Pinnacle West Form 10K, p. 58.
29 Response to Discovery, Staff 2.38 (APSARO0299, p. 1 of 15).
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. The change in permanent income tax adjustments compared to those taken in the utility's

adjusted 2015 test year.

The TEAM is passed through to customers on a per kwh basis using forecasted retail sales. Any

differences between the calculated annual tax expense adjustment and the amounts applied to

customers' bills as well as differences between actual and forecasted retail sales will be trued up in a

subsequent period.30

Because of the significant decrease in corporate tax rates, the TEAM adjustor mechanism reduced

customer billings in 2018 by $119,499,000. If not for this offset, total adjustor mechanism revenues

would have been nearly $151 million higher in 2018 than 2016 if the effect of the rate case transfer was

taken into account."

As can be seen in the following table, APS owed its customers $3,237,000 for over-collections associated

with the TEAM as of December 31, 2018:

Table 4-10 -TEAMBalancing Account

APS
TEAM Balancing Account

in 000s
Twelve Month Ended

Dec 31, 2018
in 000's

s
(19,181)
15,944

3,237

BeginningBalance
Current Period Deferral
Current Revenue Offset
End if Balance S
Source: Res onse to Discove , Staff 6.3.

The ending balance of ($3,237,000) will be refunded to customers in future periods through balancing
account trueups. A reconciliation of the amounts recognized in 2018 TEAM revenues and the
components of the above balancing account is provided in Attachment 4-2.

Periodic Adjustor Mechanism Review

Subject to each adjustor mechanism's Plan of Administration, the adjustor mechanisms undergo an
annual recalculation and filing which necessitates an internal review by the company as well as Staff or
external consultant review once the filing has been submitted but prior to implementation.

30 Response to Discovery, Staff 2.38 (APSAR00299, p. 2 of 15).
31 This result includes both the Four Corners Rate Rider and System Benefits Adjustment cumulative transfer of

$43,066000 which involves adjustor mechanisms that are not currently in use.,
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In addition to this routine review, adjustor mechanism implementation is reviewed by APS's internal

audit department as part of the Company's required annual Sarbanes-Oxley testing. External auditors

also consider the impact that adjustor mechanisms may have on the fair presentation of financial

information released to the public as part of the Company's annual and quarterly release of financial

statements.

Finally, the PSA is subject to a periodic audit by a consultant selected by Staff and funded by APS

pursuant to Decision No. 73183. Typically designed to coincide with APS rate case test years, the most

recent audit involved the time period from January 2015 to March 2016.32

Pre- and Post-Rate Case Impact on APS Revenues

in 2016, adjustor mechanism revenues totaled $430,414,000. This included $387,485,000 of revenues

associated with the seven adjustor mechanisms currently in use (discussed above) and $42,929,000

associated with the Four Corners Adjustment and an incremental System Benefits Adjustment which are

no longer separately being tracked. As part of the settlement agreement that was adopted in Decision

No. 76295 by the Commission to address most matters raised by parties in APS's last rate case,

$267,953,000 of cost recovery was transferred from the adjustor mechanisms to base rates. This

included $224,887,000 related to current adjustor mechanisms and $43,066,000 related to adjustor

mechanisms no longer in use.

As previously noted, when comparing revenues generated by adjustors prior to and after the new rates

were adopted in the last rate case, the amounts transferred (see above) should be considered. In

essence, the transfers are a reclassification (re-naming) of mechanisms to recover past costs on a

prospective basis. Combining historical adjustor mechanism rates with base rates does not change the

fact that past adjustor costs are still being recovered in the new bundled base rates. With this in mind,

the effective change in the adjustor mechanism revenues between 2016 (the year prior to the rate

change) and 2018 (the year after the rate change) is as follows:

. With respect to the six adjustor mechanisms which were employed both before and after the

new rates took effect, the increase in adjustor mechanism revenues between 2016 and 2018

was $150,714,000 (38.9%),

• The Tax Expense Adjustor Mechanism was a new adjustor mechanism adopted in the most

recent rate case. Its inclusion in 2018 adjustor mechanism revenues resulted in a decrease of

$119,499,000 to customers' benefit.

Combining the data from the previous two bullets, the net change in current adjustor

mechanism revenue between 2016 and 2018 was an increase of $31,215,000 (8.1%),

32 Response to Discovery, Staff 5.8.
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The recovery of costs for two adjustor mechanisms, the Four Corners Rate Rider and the System

Benefits Adjustment, were transferred to base rates, and separate tracking of applicable costs

was ended. When compared to 2016 adjustor mechanism revenues for these two trackers,

2018 revenues increased by $137,000 (0.3%).

In total, adjustor mechanism revenues increased by $31,352,000 (7.3%) between 2016 and

2018.

Annual data for individual adjustor mechanisms is summarized in the following table:

Table 411 - APS Adjustor Mechanism Revenues

APS
Adjustor Mechanism Revenues

in 000s

(2)
2017

Transfer

$32872
139,150

62649
4,021

51,415
97318

128,785
46,054
2459
9993

375968
387 485

(5) : (4) (1)
S Increase /
Decrease

s 80387
34,110
18,622

764
(15093)
31924

150 714
119,499

(3)
Unadjusted

2018
113159

44,475
35,217
2326

26389
91646

313 312
119,499 r - m a

:mum
: Inna

(6) = (5) + (1)
% lnaease /

Decrease
244.5%

24.5%
29.7%
19.0%

-29.3%
32.8%
38.9%

100.0%
8.1%
2.3%
8.7%

1,304
1167

137

Z -

I Hslum! 7.3%12115131

(4) : (2) + (3)
Adjusted

2018
power Supply Adjustor S S S 113,259
Transmission Cost Adjustor 173,260
Lost Fixed Cost Recovery Mechanism 81,271
Environmental Improvement Surcharge 4785
Demand-Side Management Adjustment Charge 36382
Renewable Ener Adustment Char e 129242
Continuous Adustor Mechanism Sub-Total 538 199
Tax Ex erse Adustment Mechanism 119,499
Current Adustor Mechanism Sub-Total 387 485 224 887 418 700
Four Comers Rate Rider 56,366 57,670 57,670
s stem Benefits Adustment 13437 14604 14604
Obsolete Adustor Mechanism SubTotal 42 929 43 066 43 066
Adustor Mechanism Grand Total S 430 414 267 953 461 766
Source: Responses to Discovery, Staff 5.6 and 6.5 and Appendix D to the Settlement Agreement related to ACC Decision No. 76295

in Docket Nos. E-01345A16~0036 and E-01345A~16-0123.

Monthly adjustor mechanism revenue for the time period from 2016 to 2018 can be found in

Attachment 4-1.
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Monthly Adjustor Mechanism Revenues

Jan Mar TotalJun Nov DecFeb

STAFF 5.6

Year 2016 May M AuqAm Se

4724

17.003

8.648

5239

4142

447

3.218

5701

7.633

3.728

5798

307

5.215

18649

8.830

5.741

12.028

495

5.278

19100

8753

5822

5.778

502

2830

10023

7764

3889

3.851

226

(8301 )

10696

9235

3751

3.006

233

3.086

7742

7463

3656

5706

293

2945

8.724

7.291

3446

4576

274

3674

12387

8034

4216

5274

350

4122

7769

8541

4722

3715

392

Adjustors

PSA

TCA

RES

DSM

LFCR

ElS

3.256

1 1 .874

7731

3.786

4810

312

2.825

8482

7395

3479

3965

190

32,872

139150

97,318

51,415

62649

4021

28,583 33,935 31 ,769 27,385 387,48529.2612794627,256 40,20318,620 45,23326,336 50,958Billed Adjustor Revenue

Jun DecMar Nov TotalYear 2017 Feb Au SeAQ;M May 4

(3520)

13572

9 188

5001

7,211

424

938

3.497

9.602

2620

(28)

44

1 .087

3.493

8.767

1 .861

1 i t s
0

Adjustors

PSA

TCA

RES

DSM

LFCR

ElS

(8986)

20.364

8770

5766

7 3 1 7

486

3.229

11 521

7518

3756

5677

305

(2323)

10776

7256

3587

e 199

293

(4487)

21 .581

6.855

6.344

6.964

533

(2532)

10941

7913

3770

6.825

296

(2559)

15875

7904

3761

s 9o2

308

1 .086

5438

8728

1 .812

4135

3

(2425)

10.523

7.950

3473

6.538

515 (14,159)

130,425

99,824

43,886

60,634

3195

1 .333

2843

9273

2135

1 279

(12)

323,80532,19226,57432,106 31 ,876 21,20216,82316,85116,67325,788 38,71727,213 37790Billed Adjustor Revenue

Feb JunJan NovMar Dec Totalyear  2018 , MAm Auq $81SeMay

Adjustors

PSA

TCA

RES

DSM

LFCFI

ElS

TEAM

Subtotal

7565

4667

8.333

1 .580

(412)

4

(7349)

14,388

1 026

6 1 Se

8591

1742

4096

4

(8595)

13,030

113,259

44,475

91 ,646

26,389

35,217

2,326

(119,499)

193,813

11 .086

9043

9296

2.421

3617

267

£1 18543

23,876

14236

3494

6963

3.039

3.303

342

(13.910)

17,461

8111

2337

8795

1 .843

3366

187

(8.332)

16,307

10317

2608

6264

2.310

2999

247

(9301 )

15,444

8.61 1

3.754

6.035

1 .913

2730

202

(7863)

15,382

8.076

(3.161 )

5721

1 .844

3.555

190

(8763)

7462

7618

1 .799

8.526

1 .805

3.236

(2)

(7846)

15,135

13695

7457

5945

2.905

3.267

329

(1 1 625)

22,974

13.974

4.157

7.143

2.954

1 .779

336

(14489)

15,854

8,944

2154

9033

2033

3681

220

(9572)

16,493

ExCelAPSAR00404
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Adjustor Mechanism Balancing Accounts

Rate Case Review

Staff 6.3

(5000)2018 Adjustor Balancing Accounts

TEAM ElS

54

54

TCA

1,220

7,304

(3,891)

4,633

LFCR

59,844

33,804

(61,213)

32,435

(19,181)

15,944

(3,237)

Regulatory Beginning Balance

Current period deferral

Current revenue offset

Regulatory Ending Balance

RES

(23,155)

94,571

(116,402)

(44,986)

DSM

(7,987)

10,576

(21,316)

(18,727)

Reconciliation to Staff 5.1 ($000)

LFCR

35,217

DSM

26,389

RES

91,646

TCA

44,475

ElS

2,326

TEAM

(119,499)2018 Revenue (Staff 5.1)

122,736 (2,475)

95

54

(48,502)

(606)

4,633

(5,924)

(1,738)

(18,727) (3,237)
(1,413)

(33,804)

(44,594)

(2,066)

(44,986)

Amounts refunded/(charged) to customers

Unbilled Accrual

Deferred to balancing Account

Interest deferred to balancing account

Total 119,499(35,217)(26,389)(91,646)(44,475) (2,326)

notes:

1. TCA balancing account only posts the differences between the approved revenue requirement and actual revenue for the current period

not the total amounts

2. The LFCR recovers costs with a 1-year lag so the current (2018) revenue offset of $61,213,000 recovers costs from 2017

ExcelAPSAR00472

Acc(»'etg1§1 of 1
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5. RATE REVIEW

As filed by the Company, APS's 2018 rate of return on original cost rate base was 7.32% based on inputs

of $576,443,000 of operating income and $7,876,150,000 of rate base. However, neither of the

Company's provided inputs (operating income or rate base) were adjusted "... to obtain a normal or

more realistic relationship between revenues, expenses and rate base" as APS views this exercise as only

necessary to prospectively determine a revenue requirement for purposes of developing rates?

While our analysis is not intended to replicate that which would be performed in a typical rate case, in

order to determine an estimate of ACC jurisdictional revenue requirements during the period under

review (2018), it is necessary to gain an understanding of the utility's financial results for the purpose of

identifying underlying reasons for performance as well as to make reasonable comparisons when

reaching conclusions regarding the extent of deviations from authorized returns. After performing this

analysis, we conclude that APS had an Acc jurisdictional revenue surplus of approximately $105 million

based on 2018 operations. The rest of this chapter provides the basis for this conclusion.

In order to develop an estimate of the revenue requirement based on 2018 operations, we have

employed the model used by the Commission in past rate cases. However, given that the scope of this

engagement is significantly different from a rate case review, we have made a number of modifications

to the inputs to simplify our analysis. We do not believe that these simplifying assumptions have a

material effect on the results of our analysis or the conclusions that we reach. Simplifying assumptions

include:

Use of an average rate base determined by year-end 2017 and 2018 balances,

No consideration of post2018 plant additions, and

Limiting remaining pro forma adjustments principally to those with either the largest impact in

the past rate case or those independently identified through 2018 variance analysis.

Findings

1. In 2018, APS earned $66.0 million more than the previous year and $58.2 million more than its

budget. The principal reasons for this out-performance are addressed in the "Revenues and

Expenses" section of this chapter.

2 . APS's rate base increased significantly from the balances proposed by the Company in the last

rate case to that in existence during 2018. Most of this increase was attributable to the

increase in net plant in service. Among the largest projects that APS closed into plant in

service during this time period were those associated with the permitting, engineering, and

1 Response to Discovery Staff 2.42.
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constructing of the Selective Catalytic Reduction Equipment at Units 4 and 5 of the Four

Corners Power Plant and the construction of a 500 kV line between Sun Valley and Morgan.

3. Partially offsetting the increases in gross plant in service were increases to accumulated

depreciation which were partially driven by APS's larger depreciable plant balance and

partially by increases in depreciation rates granted in the last rate case.

4. Total cumulative capital spending by APS in 2017 and 2018 largely tracked that which was

budgeted (actual spending exceeded budget by only 1.0%).

5. To develop an estimate of the revenue requirement for APS based on 2018 operations,

Overland employed the model used by the Commission in past rate cases and adjusted reported

results of operations by normalizing unusual developments and applying past Commission policy

to issues with the potential for the most significant change in results. Adjustments

recommended by Overland included the normalization of weather, the removal of certain types

of incentive compensation, the normalization of pension and OPEB costs, and the

synchronization of interest expense.

6. Using Overland's independently-determined weighted average cost of capital for APS in 2018

(6.79%), a net decrease from currently authorized rates of $105.0 million is indicated.

7. Overland calculated an estimate of APS's 2018 weighted average cost of capital using an ROE

of 9.00%, cost of debt of 4.19%, and a capital structure of 54.1% common equity and 45.9%

longterm debt.

8. Based on our review of 2018 actual cost allocations and affiliate transactions, we believe that

they can be relied upon for purposes of this review.

Revenues and Expenses

in 2018, APS had the following results of operations:2

2 Amounts presented are for the total company.
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Table 51  - 2018 Results of  Operat ions

Description 2018 Budget

s

$

3792945

1 0 8 9 3 8 2

2,703,563 $

$s

$

949131

590,804

213852

949,776

233839

(24557)

(66467)

806,961

Revenues

Cost of Revenues

Gross Margin

Operations and Maintenance

Depreciation and Amortization

Other Taxes

Operating Margin

Interest Expense

Pension and OPEB NonService Credits, net

Other

Income Before Income Taxes

Income Taxes

Over/ (Under)

s 130689

97064

33,625 $

51244

48,272

28882

(94, 773) $

17228

(26871)

(26731)

( 5 8 3 9 9 )  s

(124353)

$

Over / (Under)

s (104603)

7135

(111,738)

20096

(10110)

(1,716)

(120,008)

(2448)

(26,685)

(18486)

(72,389)

(130557)

s 58,168

s

275371

531,590

APS

Resul ts of Operations

2018 Comparision to Prior Year and Budget

(in 000s)

2018Actual 2017Actual

s 3688342 s 3557653

1096517 999453

2,591,825 $ 2,558,200 S

969227 917983

580694 532,422

212136 183,254

829,768 s 924,541 $

231391 214163

(51242) (24371)

(84953) (58222)

734572 s 792971 $

144814 269167

s 589758 s s23,804

Source:  Obtained or derived from Response to Discove iv.  Staff 2.11 (APSAROO263 p.  20 of 54).

The principal reasons for the increase in gross margin between 2017 and 2018 is the change in retail

base rates that took effect in mid- to late 2017 ($103.7 million) coupled with increases in transmission

revenues ($27.5 million), Renewable Energy Standard surcharges (519.8 million), and higher customer

growth ($16.3 million) which were partially offset by tax-reform-related refunds (S1433 million). The

under-performance of 2018 gross margin to budget is largely due to the budget being prepared before

federal tax reform had been finalized

Operations and maintenance expenses were higher in 2018 than 2017 because of higher fossil

generation costs that stem largely from higher planned outage costs related to the Four Corners Unit 4

Selective Catalytic Reduction equipment tie-in ($16.8 million); higher corporate support costs due to

increased information technology expenses associated with the rate case and customer care and billing,

licensing costs for new applications and systems; and clean energy / customer education programs and

campaigns ($16.2 million); and higher costs associated with the Renewable Energy Standard (RES) and

Demand-Side Management (DSM) programs ($12.4 million)." According to the Company, spending

levels on outside services related to emerging energy policy issues and third-party software support are

expected to continue in the future while the higher costs for the RES program in particular were driven

largely by the timing of the 2018 adjustor mechanism approval.5 Actual operations and maintenance

expenses exceeded the budget in 2018 primarily due to higher RES and DSM program costs ($18.9

million) which was at least partially caused by the delay in ACC approval of the 2018 DSM

implementation Plan.'

3 Response to Discovery, Staff 2.11 (APSAR00263, pp. 7 and 9).

4 Response to Discovery, Staff 2.11 (APSAR00263, p. 9).

5 Responses to Discovery, Staff 4.21 and 4.23.

6 Response to Discovery, Staff 4.16.
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Depreciation and amortization expense increased from 2017 to 2018 due to the change in depreciation

rates pursuant to the 2017 Settlement Agreement ($35.0 million) and increases in plant balances (58.3

million). Higher property values were the primary driver for increases in Other Taxes over the same

time period ($23.5 million). Income taxes decreased both year-over-year and in terms of budget

principally because of the federal tax reform and to a lesser extent by lower taxable income.7

Rate Base

The 2018 year-end original cost jurisdictional rate base submitted by the Company totaled

$7,876,152,000.8 This compares to the jurisdictional original cost rate base proposed by APS in the last

rate case of $6,771,151,000 for the 2015 calendar test year, which included proposed adjustments to

recognize posttest year plant additions through June 30, 2017. The $1.1 billion change in rate base is

almost exclusively due to the increase in net utility plant in service (gross plant less accumulated

depreciation), which increased from $9.092 billion in 2015 to $10.289 billion in 2018.9

Gross Utility Plant in Service

Gross jurisdictional utility plant in service increased from a projected $15,436,960,000 in mid-2017 to

$16,537,707,000 in late 2018 according to APS. The principal reason for this increase is the transfer of

costs from construction work in progress to utility plant in service, otherwise referred to as plant

closings. Focusing on the 17 months ended December 31, 2018 (August 1, 2017 - December 31, 2018),

the most significant projects closed into utility plant in service included:10

$215.9 million associated with Four Corners Unit 4 permitting, engineering, and construction of

Selective Catalytic Reduction equipment,

$209.8 million associated with Four Corners Unit 5 permitting, engineering, and construction of

Selective Catalytic Reduction equipment, and

$92.2 million associated with a 500 kV line from Sun Valley to Morgan.

These three projects make up 27.2 percent of the total plant closings to utility plant in service ($1.903

billion) in the seventeen months ending December 31, 2018.11 No other specific project closed by the

utility during this time period exceeded $23.9 million."

7 Response to Discovery, Staff 2.11 (APSAR00263, pp. 7 and 9).
8 Response to prefiled Discovery, Staff 1.1 (Schedule B1).
9 Response to prefiled Discovery, Staff 1.1 (Schedule B1) and company rate filing in Docket Nos. E01345A160036

and E.01345A160123 (Schedule B1). As noted previously, past Plant in Service has effectively been adjusted to projected
balances as of June 30, 2017.

10 Responses to Discovery, Staff 2.32 and Version 2 of Staff 2.34. Since Construction Work in Progress (CWIP) is not
included in rate base, transfers of dollars from CWIP to Utility Plant in Service (plant closings) are a primary reason that Utility
Plant in Service and, correspondingly, rate base are increasing during this time period.

11 Response to Discovery, Staff 2.32.
12 Two blanket work orders, PadMounted Underground Transformers ($41.9 million) and Asset Retirement

Obligations ($28.7 million), were slightly in excess of the $23.9 million.
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With respect to the first two plant closings listed above, as part of the settlement agreement that was

associated with the last rate case, "the parties agreed] that this Docket shall remain open for the sole

purpose of allowing APS to file a request that its rates be adjusted no later than January 1, 2019 to

reflect the proposed addition of Selective Catalytic Reduction ("SCR") equipment at Four Corners ...H13

On April 27, 2018, APS filed a request for an approval of an adjustment to recover the costs associated

with the Selective Catalytic Reduction equipment at Four Corners. While a hearing has been held on the

matter and an Administrative Law Judge recommendation has been released, no ACC decision had been

issued as of late April 2019.14

Capital  Expenditures

Not surprisingly, these plant closings largely correspond with the capital expenditures that APS made in

2017 and 2018 (capital expenditures are classified initially as Construction Work in Progress and later

transferred to Utility Plant in Service). The following table identifies the projects with the highest capital

spending in 2017 and 2018 along with a summary of other projects:

Table 52 - Capital Expenditures 2017-2018

APS

Capital Expenditures
2017 . 2018

Fav / (Unfav)

s$$

(in 000'S)

Project ID

OCC07633

FB C90401

TAI MPS NVLMG N

FCC03864

NUCLEAR FUEL

EDES OVERHD99

RESIDENTIAL

104

(916)

1,371

1875

399

(7766)

4517

(3,623)

s$$_
OCC07633

NUCLEAR FUEL

EDES OVERHD99

RESIDENTIAL

TRANSFORMER

$
$

s
$

$
$

Budget

231,362
75704

71,000
70699
68962

48,138
36854

734,000

1,336,719
113,779

71,863
57,057
32,773

27,895
877633

1181000

2,517,719

231,258
76620

69,629
68824
68563

55,904
32,337

737,623
1,340,758

109,401

71,440
61,629
36,538

30,721
893,142

1,202,871

2,543,629

(4,039)
4378

423

(4572)
(3765)

(2826)
(15,509)
(21,871)

(25,910)
_
_

Project Description

Ocotillo Modernization Project
Four Corners Unit 5 SCR System

Sun ValleyTS5Morgan TS9 500
Four Corners Unit 4 SCR Sytem
Nuclear Fuel
Construction OverheadEngineering & Supervision
Service and Line ExtensionsResidential
Other
2017 Subtotal
Ocotillo Modernization Project
Nuclear Fuel
Construction OverheadEngineering & Supervision
Service and Line ExtensionsResidential
Transformers
Other
2018 Subtotal
2017 and 2018 Total
Source: Supplemental Response to Discovery, Sta ff 2.34.

13 Settlement Agreement related to ACC Decision No. 76295 in Docket Nos. E01345A160036 and E01345A-16-
0123, p 12 of 32.

14 Recommendation of AU Martin dated November 27, 2018 in Docket Nos. E-01345A160036 and E01345A16
0123, p. 8 and email received from ACC Staff on April 24, 2019..
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Aside from the projects related to SCR equipment additions at the Four Corners power plant, APS

devoted extensive resources on the following:

• Ocotillo Modernization Project - installation of five new simple-cycle gas turbines, which will

add 510 MW of production"

Nuclear Fuel - refinement, conversion, enrichment, and fabrication of nuclear fuel materials

into assemblies and components

Construction OverheadEngineering & Supervision - costs incurred in the course of normal

business but which cannot be directly assigned to a particular function or activity

Service and Line ExtensionsResidential - costs to provide new service or upgraded service to

residential customers, additions of new revenue

Transformers .- pre-capitalized cost of transformer purchases that are used for additions and

replacements in the distribution system

Of the capital expenditures made in 2017 and 2018, a portion was subject to recovery through adjustor

mechanisms. $211,227,000 and $189,703,000 of capital spending on projects with actual or budgeted

spending of $2 million or more was recovered through the Transmission Cost Adjustor in 2017 and 2018,

respectively. This included the Sun Valley TS5-Morgan TS9 500 project that is listed in the preceding

table. Another $24,457,000 and $13,859,000 in capital spending was recovered through the

Environmental Improvement Surcharge in 2017 and 2018, respectively. Finally, $6,354,000 was

recovered in 2018 through the Renewable Energy Adjustment Charge.16

As the preceding table demonstrates, capital spending in the past two years was limited largely to the

amounts budgeted by corporate management. For the two years ended December 31, 2018, capital

expenditures exceeded budget by a cumulative $25.9 million (1.0%). A detail of all 2017 and 2018 APS

capital expenditures by project with an actual or budgeted expenditure greater than or equal to $2

million is provided in Attachment 5-1.

Accumulated Depreciation and Amortization

The principal reasons why APS's accumulated depreciation and amortization balance has changed

recently is the recognition of recurring depreciation expense (an increase to accumulated depreciation

and amortization and a corresponding decrease to rate base) and the accounting for asset retirements

(a decrease to accumulated depreciation and amortization and a corresponding increase to rate base).

15 Parties to the settlement agreement in the last rate case were aware of the Ocotillo Modernization Project and
took steps to defer the costs of owning, operating, and maintaining this plant for possible future rate recovery (see Settlement
Agreement related to Acc Decision No. 76295 in Docket Nos. E01345A160036 and E01345A160123, p. 13 of 32).

16 Obtained or derived from the Response to Discovery, Staff 6.4. ElS and REAC spending amounts were also limited
to projects that had actual or budgeted spending equal to or in excess of $2 million per year.
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APS annual depreciation and amortization expense has increased since the last rate case for a number of

reasons (see earlier discussion of depreciation expense in this chapter). For one, the ACC approved an

increase in depreciation in the last rate case that was a function of a 2016 study and driven by changes

in proposed asset lives, net salvage rates, and the amortization of excess depreciation reserves for Palo

Verde." In addition, as the utility has added to its plant in service in the past year and a half, there are

more assets and a larger base to depreciate.

Asset retirements partially offset the increase in accumulated depreciation and amortization balance

attributed to recurring depreciation and amortization expense recognition." The most significant of

asset retirements that occurred in the seventeen months ended December 31, 2018 are summarized in

the following table:

Table 5-3 - Asset Retirements, Aug. 2017 - Dec. 2018

Amount

APS

Accumulated Depreciation and Amortization

Asset Retirements

August 2017 December 2018
(in 000's)

Acct Work Order No.

99RETMISC

99RETMISC

99RETMISC

FCC03875
99RETMISC

99RETMISC

99RETMISC

T20905

Description

30320 Purchased SW 10 Yr

30320 Pur Softwa re 10 Yr

30310 Purchased SW 5 Yrs

31202 Boilers, FC 4,5 SCE

39110 Computer HW & Equip
30310 Purchased SW 5 Yrs

39700 Communication Equip

30330 InHouse sw 5 Yrs
Other

69,582

44,877

10,378

8,298
7,840

7,419

6260

5,847

184993

Total $ 345,494_
Source: Responses to Discovery, Staff 2.36 and Staff 8.6.

No other asset retirement made by APS in the seventeen months ended December 31, 2018 exceeded

$5 million.

Many of the largest asset retirements in late 2017 and 2018 were related to computer systems that had

reached the end of their useful lives. In 2017, APS placed into service a new Customer Information

System which replaced an outdated system that had been installed in 1998. The retirement of the old

Customer information System is captured in three of the projects listed in the preceding table

($69,582,000; $10,378,000; and $7,419,000). In early 2018, the Distribution Operations Management

System (DOMS) was replaced by the Advanced Distribution Management System (ADMS). The retired

DOMS is listed as two different projects in the preceding table ($44,877,000 and $7,840,000).

17 Settlement Agreement related to Acc Decision No. 76295 in Docket Nos. E01345A160036 and E01345A-16-
0123, P. 9 of 32.

18 Based on a review of the balances submitted by APS for yearend 2017 and 2018 in Supplemental Response to
Discovery, Staff 3.6 and Response to PreFiled Discovery, Staff 1.1.
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In late 2018, the Horizontal Reheat Bank was replaced with a similar asset ($8,298,000). APS retired

some obsolete communication relays and paging equipment in mid-2018 ($6,260,000). Finally, the

Company retired some out-dated customer bill printing software in late 2018 ($5,847,0001.19

A listing of all rate base components is provided in Attachment 5-2.

APS 2016Depreciation Study

Based upon a depreciation study, APS proposed to increase rates from a composite average of 2.45% to

2.99%. This resulted in a proposed increase of $70,971,863 (Ronald White Testimony, p. 11) The total

adjustment (#30) was S75,989,000. (Schedule C-2, p. 10 of 16). The difference is primarily attributable

to the annualization of depreciation expense. (Testimony of Elizabeth Blankenship, p. 26).

Staff proposed to reduce the APS adjustment by $29,063,000 total company and $28,118,000 ACC

jurisdictional. (Smith, p. 70 and RCS-2, p. 33 of 51)

The Settlement Agreement provides for a reduction in the APS annual depreciation expense of "$20

million per year, resulting in a S61 million increase in depreciation expense..." (p. 9 of 32). This

reduction was composed of three elements: a $21 million decrease in Palo Verde depreciation; an $8

million decrease in distribution depreciation; and a $9 million increase in Cholla Unit 2 amortization."

The following table provides a summary of the APS depreciation and amortization expense for 2017 and

2018, and the primary factors causing variations in 2018 relative to 2017.

19 Response to Discovery, Staff 8.6.
zu Response to Discovery, Staff 3.2.
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Table 54 - Depreciation and Amortization Summary, 20172018

APSTOTAL

(dollars in thousands)
2017532423 CHANGE

4 8 2 7 1

2018
580694

v

(624)
20361
2148
26s2

(524)
17434
2,148
(5259)
(4533)
9434

11413
13844
7198

10136
16990
32160
s076
(6771)

14198
99 326

2927 IA1
(0)

7911 IA]
4533 [Bl

702 [Bl
5577 :Al

18316 [Al
87B [Al

(6771)[B]
14198 [Bl
is 271

PVVIE Rent Levelizaion (a)
SCE Acquisition Adjustment Amortization (b)
PV Decommi oning(c)
AG1 Deferral{d)
Naiajo Defend {e)
navajo Reg Asset Amortization (e}
Cholla Unit 2 Deferred Amortization (f)
Change in Rates (8)
SCE Cost Deferrals(h)
FC SCR Deferral (i)
Plant Additions
VARIA NCE EXPLAINAUOIG 51055

Rate s

Plant
I I I
(Bl

35609

12652

4 8 2 7 1

(a)ln July 2014 APS extended the Pvleasehold Improvement life to 2033. A rent levellzatlon adjustment was required as part of this extension. The
Increased depreciation is offset with a decrease in the monthly net Income attributable tononcontrolling interests. in December 2015 the rent
levelization related to the PVSLB was fully realiaed.The remalninglease was over paid and as such a decrease to depreciation Is recorded with an
offsetting Increase in the monthly net income attributable to noncontrolling interests.

(b) On December 23 2014 the ACC issued Decision no. 74876 which grey nted APS permission to amortize the SCEacquisition adjustment balance of
$2 S6M. The asset will be amortized over the life of the asset 2038. This balance also includes ongoing AROand Coal Reclamation accretion a nd
amortization.

lciAs ofianuaryl 2016 APS reduced the SBC by .000S 12 pe r kWH per ACC De cislon no 75121 because the PVNGS Decommissioning Fund for Unlt 2 is
fully funded as ofDecember 2015. As a result revenue decreases and the decreased revenue is offset by a decrease in depreciation expense.

fall Per ACC order Decision No APSis now recordings mort ion.

(el In June 2017 the Navajo owners reached a lea se agreement with the tribe to run the Navajo Plant thru December 2019. This amount represents
the deferral of the O&Mwriteoff.The amortization of the regulatory asset does not appearers a variance explanation because we are a amortizing the
regulatory asset at the same level as what we were previously depreciating the asset.

(fl Per ACC Decision No., as ofAugust 19 2017 ApSbegan accelerating the Cholla Unit 2 deferral amortization.

{g} Change in rates dueto ACC Decision no. 76295.

The 2018 actual depreciation of $580.7 million was approximately $10.1 million below budget, primarily

associated with variances in actual versus budgeted rates and variances in expected versus actual plant

b3l3l1C€S.21

Pro Forma Adjustments

Because the Company did not propose its own pro forma adjustments," the only adjustments to the

Company's filed data were those developed by Overland. Pro forma adjustments applied to 2018

results include the following:

21 Response to Discovery, Staff 4.11.
22 In its responses to discovery, APS indicated that it would not be proposing any pro forma adjustments to rate base

or operating income in this review because, in its view, they are only necessary to "... prospectively determine a revenue
requirement for the purpose of developing rates." (response to Staff 2.42)

© 2019 OVERLAND CONSULTING 5 9
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Adjust Cash Workinq Capital for Cost of Semice (Rate Base)

APS has not prepared a lead-lag study since its 2016 Rate Case. The Company is not aware of any

material changes in its meter reading, billing and collection assumptions since that time." For purposes

of the 2018 computation of working capital, APS has assumed the results of its previous lead-lag study;

namely a negative $113.6 million." For purposes of the current analysis, we agree with the use of this

estimate. The APS proposed working capital allowance in the 2016 case was $305.9 million total

company, and $287.8 million ACC jurisdictional." Staff proposed to increase the working capital

allowance by $9.831 million on an ACC jurisdictional basis."

The APS update for the working capital allowance is not materially different from the 2016 case as

follows:

Table 55 - Working Capital Summary, 20162018

December 31,

20172016

Ave rage

20182018 iiDescription

s (113,623) s

262,630

25,258

117,408

39,146

2,112

(113,623)

265,848

25,144

118,813

36,205

1,832

(113,623) s

269,065

25,029

120,217

33,263

1,551

s (113,623)

252,777

28,608

119,004

34,798

2,853

Working Capital - Operations

Materials and Supplies (b)

Fuel - Coal and Oil (b)

Fuel - Nuclear, Net (b)

Prepayments (c)

Special Deposits & Working Funds (c)

335,502 $$ 324,417 334,217s 332,931 sTotal Allowance for Working Capital

(a) SFR Schedule B-5 (APSAR00112)

(b) 2016 and 2017 amounts from Pinnacle West Form 10-K for the year ended December 31, 2017, p. 97.

(c) 2016 and 2017 figures provided in response to Staff Discovery 3.1.

Taking the Staff adjustment into account, the APS working capital allowance at December 31, 2018

increased over the Staff adjusted amount by approximately 4.3%, which we find reasonable for

purposes of this analysis. We also compared the balances of the individual components to working

capital to year-end 2016 and 2017 levels shown above, and found no material variances.

23 Response to Discovery, Staff 2.22.
24 Response to Discovery, Staff 2.23.
2s 2016 Base Rate filing, Schedule B-1.
26 Direct Testimony of Ralph C. Smith, p. 40, lines 2324.
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Normalize Weather Conditions (Operatinq Income)

Actual weather in 2018 was somewhat cooler than normal. This resulted in reduced revenues of $21.1

million." Fuel and purchased power costs associated with these sales would have been approximately

$6.1 million." Thus, operating income would have been $15.0 million greater assuming normal weather

conditions in 2018. APS currently relies on a 10-year period to normalize weather. This practice has

been in place for over 30 years, and reflects the growing impact of urban heat in the Phoenix area. This

10year period to normalize weather is also used for system planning purposes."

While 2018 was somewhat more mild when compared to normal weather conditions, the 2018 peak

was 7,320.0 MW, which was 280.9 WM over budget, and due to hotter and more humid conditions on

the peak day. The APS historic system peak is 7,363 MW, which occurred in 2017.30

Adjust Pension and OPE8 Costs (Operating Income)

The following provides a summary of Pension & OPEB costs charged to operations for 2017 and 2018.31

Tab le  56  - Pension & OPEB Summary, 2017-2018

Benefits Costs

Service Cost

NonService Credits

APS Income Statement Line

Operations and maintenance

Pension and OPEB nonservice credits net

Total

2018 2017 Variance

S 38,234,303 $ 33,285,359 S 4,948,944

(51,241,936) (24,370,844) (26,871,092)

$ (13,007,633) $ 8,914,515 $ (21,922,148)

The reduction in cost in 2018 compared to 2017 was driven primarily by S12 million in higher market

returns, $15 million more in non-service credits due to no longer capitalizing a portion of this cost in

compliance with Accounting Standards Update 2017-07, partially offset by $5 million of higher service

costs. This 2018 net credit of $13.0 million compares with $6.0 million in operating cost in the 2016 APS

Rate Case filing."

The 2019 budget estimate for Service Cost is $34.0 million. The Non-Service Credits budget estimate is

$22.0 million, resulting in a $12.0 million net cost estimate." Assuming an average of the 2018 actual

amount and the 2019 budget amount, this would produce a net zero average outcome. Given the

uncertainty of 2019 results, Overland concludes that the net zero outcome is a reasonable assumption

in the context of normalizing 2018 results. As such our adjustments to 2018 results reflect an increase in

operating costs of $13.0 million.

27 Response to Discovery, Staff 4.1.

za Response to Discovery, Staff 2.3.

29 Responses to Discovery, Staff 4.2 and 4.3.

30 Responses to Discovery, Staff 2.11a and 4.4.

31 Response to Discovery, Staff 2.20.

32 ld.

as Response to Discovery, Staff 4.10.
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Remove Supplemental Excess Benefit Retirement Plan Expense (SERP) (Operatinq Income)

Consistent with both the Staff's and Company's position in APS's last rate case as well as Commission

decisions involving APS and other utilities regulated by the Commission, we have removed SERP expense

from operating expenses. The basis for this elimination is that the Commission has historically viewed

these types of costs as ones that shareholders should fund rather than ratepayers. In Decision No.

71623 of a UNS Gas, Inc. rate case (p. 28), the Commission stated:

... the issue is not whether UNS may provide compensation to select executives in

excess of the retirement limits allowed by the IRS, but whether ratepayers should be

saddled with costs of executive benefits that exceed the treatment ollowedfor all other

employees. If the Company chooses to do so, shareholders rather than ratepayers

should be responsible for the retirement benefits afforded only to those executives. We

see no reason to depart from the rationale on this issue in the most recent Southwest

Gas rate case [See also Arizona Public Service Co., Decision No. 69663, at27 (June 28,

2007), wherein SERP costs were excluded in their entirety.], and we therefore adopt the

recommendations of$taff and RUCO and disallow the requested SERP costs.

in 2018, the SERP costs charged to operations totaled $8,643,000.34 Net of tax, our proposed pro forma

adjustment reduces operating income by $6,504,000 for the total company and $6,009,000 on an ACC

jurisdictional basis.

RemoveStock Compensation (Operating Income)

As with SERP costs, in the past rate case, both the Staff and APS proposed the removal of stock

compensation expense from cost of service used to set rates. The rationale for this adjustment is that

ratepayers should not have to absorb the costs of a program in which an employee has an incentive to

perform in a manner that could negatively impact the utility's provision of safe, reliable service at a

reasonable rate. In Decision No. 69663 from a prior APS rate case (Docket No. E01345A-05-0816 et al),

the Commission noted (p. 36):

We agree with Staff that APS's stock-based incentive compensation expense should not

be included in the cost of service used to set rates ... As testified by 5taff witness

Dittmer and set out in Staffs Initial brief, "[e]nhanced earnings levels can sometimes be

achieved by short-term management decisions that may not encourage the development

of safe and reliable utility service at the lowest long-term cost. .. For example, some

maintenance can be temporarily deferred, thereby boostingearnings ... 8ut delaying

maintenance can lead to safety concerns or higher subsequent 'catch-up' costs." [cite

34 Response to Discovery, Staff 2.24b.
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omitted] To the extent that Pinnacle West shareholders wish to compensate APS

management for its enhanced earnings, they may do so, but it is not appropriate for the
utility's ratepayers to provide such incentive and compensation.

In this review, we have removed stock compensation costs charged to operations totaling
$16,867,000.35 Net of tax, the operating income effect of this pro forma adjustment is $12,692,000.
Applying the same jurisdictional allocation factor as was used in the last rate case, the ACC jurisdictional
reduction to operating income is $11,728,000.

Normal ize Cash Incentive for Non-Ofhcers {Operatinq Income)

In the last rate case, Staff proposed to remove 50 percent of the normalized level of annual cash
incentive compensation based on the premise that this expense should be shared equally between
shareholders and ratepayers because both benefit from the achievement of performance goals."
Because of the nature of the settlement agreement that resolved most issues related to the last rate
case, it is not clear whether this recommendation was adopted. However, pursuant to the ACC decision
in the last fully litigated rate case involving APS, the only cash incentive compensation amounts not
included in rates were those associated with officer p3V.37

As a result, we have adjusted APS's 2018 total annual cash incentive compensation to an amount
representing the normalized level of non-officer expense (3-year average). The resulting adjustment
reduces costs charged to operations by $4,728,000. Net of tax, the pro forma adjustment totals
$3,558,000. Using the same jurisdictional allocation factor as was used in the last rate, the Acc
jurisdictional reduction to operating income is $3,288,000.

Normalize Income Tax Expense / Interest Synchronization (Operatinq Income)

The Tax Cuts and Jobs Act ("Tax Act") was enacted on December 22, 2017, and became effective on

January 1, 2018. Among other things, it reduced the corporate tax from 35% to 21%. APS proposed to
implement this reduction in two steps; to reflect the reduction in the marginal tax rate in step 1, and to
consider the impact of the tax rate reduction on excess deferred taxes previously collected from
customers in step 2.

On February 22, 2018, the Acc approved the reduction of rates by $119.1 million for the remainder of
2018, to be effective with the first billing cycle in March 2018. This amount reflects the credits

as Response to Discovery, Staff 2.24c.
36 Public Direct Testimony of Ralph C. Smith in Docket No. E01345A160123, pp. 8182.
37 Decision No. 69663 in Docket Nos. E01345A-050816 et al, pp. 3637. According to APS, the cash incentive

amounts attributed to officers in the last litigated rate case were excluded from rates because "... they were not paid to the
eligible officers based on the Compensation Committee's decision to suspend thes payments in consideration of the Company's
current issues and financial condition at that time." (Response to Discovery, Staff 8.9)
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necessary to return to customers the revenue requirement impact of the 21% federal tax rate that

became effective on January 1, 2018.38 On August 13, 2018, APS filed a request with the ACC to return

an additional $86.5 million in tax savings to customers, based on a proposed twelve-month amortization

of non-depreciation related excess deferred taxes. If amortized over 12 months, this would represent

an approximate 3% decrease in revenue. As of December 31, 2017, APS had a total excess ADIT of $1.14

billion, including "protected" excess ADIT." Staff has found that the proposed amount and amortization

of the unprotected tax savings is reasonable, and should be refunded beginning with the first billing

cycle in April 2019.40

APS filed its Second Supplemental Application (Phase iii) in Docket No. E-01345A-18-0003 on April 10,

2019. This application proposes to amortize excess ADlT subject to normalization rules in the amount of

$31 million per year over a 28.5 year period. As of December 31, 2017, the Acc jurisdictional amount of

protected excess ADIT was $881 million.

Attachment 5-3 provides a reconciliation of income taxes calculated at the statutory rate to income

taxes as reported in the income statement.

Summary of Revenue Requirement Estimate

in this proceeding, APS reported actual 2018 Acc jurisdictional operating income of $576,443,000, a

2018 year-end rate base of $7,876,150,000, and a calculated rate of return of 7.32%.

Taking into consideration the adjustments we have recommended above and normalizing the resulting

data by employing an average 2018 rate base, we calculate an adjusted 2018 ACc jurisdictional

operating income of $592,780,000; an average rate base of $7,566,766,000, and a resulting rate of

return of 7.83%. This is demonstrated in the following table:

Table S7 - APSCompany and OverlandDerived Rate of Return

APS

Company and OverlandDerived Rate of Return

2018
($'s in 0oo'5)

Overlandl m
$16,337

(309,384)
$576,443

7,876150

7.32%

$592,780
7,566,766

7.83%_

Description

Operating Income
Rate Base

Rate of Return

Source: Atta chment 5

Further details of the components of this calculation can be found in Attachment 5-2.

38 Response to Discovery, Staff 2.14.
39 Docket No. E-01345A180003; Supplemental Application, dated August 13, 2018.
40 Docket No. E01345A180003; Decision No. 77139, dated March 19, 2019.
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As discussed in the following section, our estimate of the weighted average cost of capital as of 2018

was 6.79%. Given the results disclosed in the preceding table, this suggests that a net decrease to

revenue requirements of $104,971,000 relative to current rates. This calculation can also be found in

Attachment 5-2.

If instead, the ROE approved in the last rate case had been used in the computation of weighted average

cost of capital, all other things being equal, the net decrease to revenue requirements in 2018 would

decrease to $50,675,000 from s104,971,000.

Cost of Capital

The Settlement provided for a 55.8% Equity Ratio and a 10% ROE. A return on fair value increment of

0.8% was added to the cost of capital (p. 9). Parcell proposed a zero return for fair value increment (p.

49), and a 0.50% increment for fair value as an alternative (p.53).

The Parcell Proxy Group equity ratio average was 51.8% (historic) and 51.6% (projected). This compares

with an average equity ratio in electric rate proceedings in 2016 of 48.20% (Parcell, p.21-22). The Parcell

cost of equity mid-point estimate was 9.35% (Parcell, p. 53).

Overland developed an update of the cost of capital. In our analysis of cost of equity, our estimate

resulted in a range of 8.5% to 9.0%. Assuming the upper end of this range, the current estimate is

slightly lower than the Staff estimate in the 2016 Base Rate case.

The cost of debt was 5.13%. (Settlement at p.9) This is consistent with the APS and Staff witness

testimony. The cost of debt at December 31, 2018 was 4473%.41

APS issued $300 million of 4.25% senior secured notes due 2049 on February 28, 2019. On February 26,

2019, APS entered into a $200 Term Loan Agreement maturing on August 26, 2020. The Term Loan

Agreement provides for a Base Rate of the higher of Prime, the Federal Funds Rate plus 0.50%, or the

Eurodollar one-month rate plus 1%.42 These issues were used to retire $500 million of 8.750% Notes

due March 1, 2019. The impact of this refunding was to reduce the embedded cost of debt from 4.73%

to 4.19%.43

APS currently targets an equity ratio of 53.8% to 55.8%.44 The equity ratio at December 31, 2018 was

54.69%. The average equity ratio in 2018 was 54.10%. The following table provides a summary of the

results of the cost of capital estimate relied upon in our Rate Review analysis. This is further detailed in

Attachment 5-4.

41 APS Workpaper A3, p. 2 of 2.
42 Response to Discovery, Staff 2.12.
43 Response to Discovery, Staff 4.12.
44 Response to Discovery, Staff 2.7.
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Table 58 - APSCost of Capital as of December 31, 2018

Line #

Capital

Structure

Elements of

Capital Structure

Cost of

Capital

Weighted
Cost

of Capital

1 4.87%54.10% 9.00%Common Equity

45.90%2 4.19% 1.92%Long-Term Debt

Total3 6.79%100.00% _
Cost Allocations and Affiliate Transactions

APS is a wholly-owned subsidiary of Pinnacle West. APS both receives from and provides various

services to Pinnacle West. Aside from transactions arising from this relationship, APS provides various

corporate services to the following affiliates: 4C Acquisition LLC; Bright Canyon Energy Corporation, and

El Dorado Investment Company. Aside from reimbursements for payments made on behalf of APS, the

following is a summary of transactions with affiliates for 2017 and 2018. as

45 Response to Discovery, Staff 2.17. (Confidential)
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Table 59 - Affiliate Transaction Summary

2017Purpose

s s1eooo,ooo s 296800,000

253064652 268,021485

151270783

62522,05C

132150

157728,630

66,434,136

77942580

49751,000 99,876608

32925555 36045649

22639250 23,852737

- 10218840

s 976,485,803 s 948740,302

s 150000000s 150000000

72185740

Paid to Affiliates:

Common stock dividends

Share of withholding and payroll taxes

Share of employee benefits (excluding pension

and other post retirement benefit contributions)

Employee payroll deductions

Share of estimated income taxes

Share of pension and other post retirement

benefit contributions

Shared services

Compensation paid in stock

Prepayment of future rec'amatTon ob"gaton

Subtotal

Received from Affiliates:

Equity infusion

opEa/vEsA (Benefits) Reimbursement

Share of estimated income taxes

Shared services

4CA Shared services

Bright Canyon shared services

EI Dorado shared Services

Subtotal

Net Total Transfers

14229811

3622,415

263248

1,055886

70740

s 169242,100

s 179,498,202

4308033

1,431,050

815,921

5100

s 228745844

s 747,739,959

There have been no material changes to the distribution of costs among affiliates from January 1, 2017

to the present.46

As of December 31, 2018, the Pinnacle West headcount was 96, compared to 89 and 90 in 2016 and

2017, respectively."

4s Response to Discovery, Staff 2.19.
47 Response to Discovery, Staff 2.18.
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CONFIDENTIAL Attachment 51
Capital Expenditures by Project (greater than$2 M)

Arizona Public Serv ice Company
STF 2.34 (update)
Actual and Budget Capital Expenditures
Jan 1 Dec 31, 2017
(dollars in thousands)

Prolect ID
OCC07633 $

Actual
231258 s

Budget
231 362

Project Description
Ocotillo Modernization Project

VarH/(L)
s (105)

916FBC90401 7570476620

TAIMPSNVLMGN
FCC03B64

69629
68824

71 .000
70699

(1371)
(1874)

Four Corners Unit 5 Selective
Catalytic Reduction System
Sun Valley TS5Morgan TS9 500
Four Corners Unit 4 Selective
Catalytic Reduction System
Nuclear FuelNUCLEAR FUEL 68563 68962 (399)

EDES OVERHD99 55904 776648138

Lonq Description
Installation of live new General Electric LMS100PA+ simple ycle gas turbines adding 510
MW (net) production at Ocotillo
Four Corners Unit 5 permitting engineering and construction of a Selective Catalytic Reduction
(SCR).
Approximately 40 mites of new 500kV line from Sun Valley to Morgan.
Four Corners Unit 4 permitting engineering and construction or a Selective Catalytic Reduction
(SCR).
Nuclear fuel materials while in process of relinement conversion. enrichment. and fabrication
into nuclear fuel assemblies and components including processing fabrication. and necessary
shipping costs.
Overhead costs (or indirect costs) are costs that are incurred in normal business but cannot be
directly assigned to a particular lunclion or activity.

RESIDENTIAL 32337 36854 (4517)

0CAPITAL AG ALLC 2800028000

Construction
Overhead-Engineering and
Supervision
Service and Line
Extensions-Residential
Capitalized A&G Allocation

UNPLND EMERG 27694 21 300 6394Unplannedl Emergency

NONRESIDENTIAL 13.0521381926871

CIS REPLACEMENT 24925 32011

Service and Une Extensions-Non
Residential
Customer Information System
Replace
TransformersTRANSFORMER 2598024323

4CRNRS 2ND XFMR

(7086)

(1 .657)

130023900 22600

VIS CNTLOF DIS 20600 17744 2.857

19.200HW SW LIC RENEW 4.82014,880

Add a Second 500345kV
Transformer
Advanced Distribution
Management System (ADMS)
HW/SW License Maintenance
Renewal Program

Construction Overhead-vehiclesEDCON VEH OH99 7515.842 15767

UG CABLE REPL 3431450014848Underground Cable
Replacement-Unplanned

11422
369

WILLO NEW SUB
800MHZ RFP

2750
12154

14172
12522

Residential Service and Line Extensions Program - Cos! to provide new service and upgraded
service ro residential customers and thereby adding new revenue
Allocates administrative and general (A&G) costs to capital projects. Calculation is based on
the percentage of time A&G employees provide support for capital projects.
Replacement of Transmission and Distribution (T&D) capital equipment resulting from
unforeseen system conditions that result in unplanned outages
NonResidential Service and lJne Extensions - Cost to provide new service and upgraded
service lo commercial and industrial customers and thereby adding new revenue
Upgrade the Customer lnlormation System to meet business objectives in a single modern
and stable platform.
Precapitalized cost of distribution transformer purchases that are used for additions and
replacements in the distribution system.
Install a second 500/345kV transformer at Four Corners expand the 345kV bus build a new
500kV control house and add 500kV breakers.
install distribution Supervisory Control and Data Acquisition (SCADA) devices Distribution
Management System and Outage Management System applications.
Renewals of existing licenses that qualify for capitalization per accounting guidelines. This
does not include license expansions or new licenses but does accommodate for business
growth.
Overhead costs (or indirect costs) are costs that are incurred in normal business but cannot be
directly assigned to a particular function or activity.
Unplanned Underground Cable Replacement Program Replace all of the remaining direct
buried primary distribution cable at the lowest cost with the highest reliability impact. in
addition replacement of cable already installed in conduit may be included.
Build a new substation in the Phoenix midtown area lo accommodate future load growth.
Replacement of existing 800MHz statewide voice radio network system.

INCENTIVE

Virginia Substation
800 MHZ Radio Frequency
Purchase
Incentive 635612v216 5860

RELWDPOLEREPL 10685 13300 (2515)Wood Pole Replacement

APP SUSTAIN PRG 1 aaa10326 8488Application Sustainability Program

FCC06551 7096296910065

Incentive compensation program enables company to attract and retain skilled employees by
rewarding employees who are responsible for success in company and business area metrics.
such as safety. cost containment and reliability.
Wood Pole Replacement Program Replacement of poles found to not have 10 years of
remaining life
Program to support and maintain application upgrades needed to ensure software is kept up to
date at an acceptable version relative to vendor releases.
Replace the Four Corners Unit 5 coal silos.

FC CONSENT DECR 80659927 1 862

TAIMPMAZATZAL 9880 10145

SO2 monitors modifications to the chimneys and replacement of the Continuous
Environmental Monitoring System (CEMS) equipment.
Build a 345/69 kV Substation Mazatzal in proximity of the 188 highway and Beeline highway.

AMIMETER OPS

(265)

241668819297

FCC08156 94038875 (528)

Precapitalized cost of Advanced Metering Infrastructure (AMI) meters purchases that are
used for additions and replacements.
Perform Four Comers Unit 5 high pressure generator stator and field rewind.

Four Corners Unit 5 Coal Silo Wall
Replacement
Four Corners Consent Decree
Proiects
Mazatal 345/69 kV Substation
Addition
Automated Meter Infrastructure
(AMI) Meters
Four Corners Unit 5 High Pressure
Generator Stator and Field Rewind

SCM WAREHOUSE 8144 8766 (621 J

EMS UPG PROJECT 7.988 2.9885000

The cost of the Warehouse and Logistics teams that support Transmission and Distribution
(T&D) capital projects (excludes the cost of the hauling vehicles)
Upgrade the Energy Management System (EMS) to provide a best in class EMS for APS

LINEPTRL REPL 5000 25727572

Supply Chain Management Capital

EMS Upgrade Project

Overhead Planned Replacement

ANTHEM
PARTICP BY OTH

5187
7625

7404
7059

2.217
(566)

New Anthem Substation
Participant by Other

STORM LINES
DAMNPNRC
FCC03922

1 850
(1 456)
1 040

6.550
6263
6158

4700
7719
s 117

Replacement of endoflife degraded or damaged equipment (noted during annual Public
Safety line patrols and annual climbing inspections).
Build a new substation hall a mile north of Anthem Outlet Mall.
Transmission assets and substation upgrades on participant lines that APS is not the operating
agent.
Replace transmission lines damaged resulting from storm and unplanned events.
Replacement of end of lite network protectors.
Perform Four Corners Unit 4 low pressure generator stator and field rewind.

Storm-Lines
Network Protectors
Four Corners Unit 4 Low Pressure
Generator Stator and Field Rewind

5000
6.875

RELOC GOV
JACKSNSUBSKYHBR

6075
e0es

1075
(813)

DASCSNRC 9215921 5000

Highway Relocation Distribution
Jackson Substation Feeder
Modification
Supervisory Control Switches

Move/remove transmission and distribution facilities for highway relocation projects.
Phoenix Sky Harbor International Airport (PSHIA) is proposing to expand Terminal 3 to meet
the needs of their forecasted customer load growth in the coming years.
Part of Smart Grid five-year plan which includes installing supervisory controlled switches on
distribution feeders.

5/20/2019 3:15 PM
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CONFIDENTIAL Attachment 51
Capital Expenditures by Project (greater than$2 M)

Arizona Public Serv ice Company
STF 2.34 (update)
Actual and Budget Capital Expenditures
Jan 1 Dec 31, 2017
(dollars in thousands)

Budget Var H1(L)
5.728

Lonq Description
APS share of construction overhead related to Palo Verde.

Prolect ID
PVCONSTOH99

Actual
5728

CAP PROP TAX
FSLPROGRAM 7
NERCCIPCOMP

5701
5673
5.483

4370
5813
6000

Project Description
APS share of Palo Verde
Overhead
Capitalized Properly Tax
Breakers Program
NERC CIP Compliance 2016

1331
(140)

(517)

FCC06552 26975432 2735

Capitalized property tax
Fossil Breakers Program replacement of electrical breakers across the fossil fleet.
Introduce and enhance processes and technology in order to comply with Federal mandated
compliance requirements for Critical lritrastucture Protection (CIP)
Replace the Four Corners Unit 4 coal silos.

399SERVICE REPL 50005399

Four Corners Unit 4 Coal Silo Wall
Replacement
Service Replacements

TRIBAL RW RENEW 168355395 (11 4401

474FSLES OVERHD99

Tribal Land RightofWay (ROW)
Renewals
Construction Overhead 5340 4866

FCC03961 5153 5215 (62)

Service Replacements Program Replace directbury service/secondary distribution cable with
cable in conduit
Transmission or Distribution lines constructed on tribal lands are issued a multiyear rightof
way with a schedule of payments.
Capital funding tor overhead related to capital projects such as the expense tor administrative
financial and engineering service provider support.
Perform Four Corners Unit 5 low pressure generator stator and field rewind.Four Corners Unit s Low Pressure

Field and Stator Rewind

SEDONARPLPOLE 4863 2521 2342Sedona wood pole replacements
at Oak Creek Canyon
Pioneer New TransformerPIONEER XFMR 4541 4715

FCC08896 4529 9329

Replace many poles on Sedona feeder #14 due to deteriorating condition and many poles
utilizing the old stub pole configuration to extend the life.
Expand Pioneer Substation and add third transformer to serve additional load at hospital and
future Canyon Crossroads project.
Replace 24 coal burners for Four Corners Unit 5

(175)

(4800)

938DVN2 REMODEL 44a8 3500

Four Corners Unit 5 Burner
Replacements
Deer Valley Building N2 (Data
Center) - Remodel

JBA 69 SWYD
FCC03960

4365
4202

1 500
4643

Deer Valley North Building 2 Remodel Replacement of critical infrastructure for mission
critical building (electrical service backup generator roofing Heating Ventilation and Air
Conditioning (HVAC) systems etc.)
Build a new 69kV switchyard with four new 69kV lines.
Perform Four Corners Unit 4 high pressure generator stator and field rewind.

2865
(441 )

Komatke 69kV Switchyard
Four Corners Unit 4 High Pressure
Generator Stator and Field Rewind

FSL PROGRAM 2 982s.12a4110Motors/Pumps/ Valves Program

WPC08717 42924075

(217) Fossil Motors/PumpsNdve Program . motor pump and valve requirements across the fossil
fleet
Major overhaul o' the combustion turbine at West Phoenlx

ROSE ACRES SUB 63163959

Major overhaul of the combustion
turbine at west Phoenix
Rebuild Utting Substation

MDM REPLACEMENT 20003856

(2357)

1856

Rebuild Utting Substation from a 10MVA transformer to a 2-20MVA. 4-12kV feeders 2-69kV
capbanks. and 3-69kV breakers.
Replacement of Meter Data Management (MDM) system.

577SWSCCN 3577 3000 New Service Center in western PhoenixMetro service territory.

SUBAGEDEQUIP 2693521 3252

Meter Data Management system
replacement
Build Western Service Center
(HUBWest)
Substation Aged Equipment
Replacement

ADMRTUDPNRC 15073507 2000

FSVL RNCH SUB 35953497

FCC07604

(98)

353.386 3351

Advanced Distribution
Management System (ADMS]
RTUs Dualport
Festival Ranch Temporary
Substation FIT to Permanent
Four Corners Unit 5 Low Pressure
Turbine Major Overhaul

198
395

HOHOKAM POLK 69
FSL PROGRAM . 8

3357
3295

3159
2900

HohokamPolk 69kV Line
Well Health Program

26230003262AGEDCONDTORREPL Aged Conductor Replacement /
Mitigation

UG XMAS REPL 2583258 s 0oo

COMPUTE 36503218

Underground Transformer
Replacement
Compute Program

FCC08563 3212 3838

(432)

(626)

Substation Aged Equipment Replacement Program Replace aging substation equipment
which as as endolservice me. problematic or in an advanced degradated state due to loading
and/or operation
Project is required to dualport existing Remote Terminal Units (RTUs) to communicate with
both Energy Management System (EMS] and new Advanced Distribution Management
System (ADMS).
Convert the Festival Ranch Temporary substation to a permanent substation on the existing
property.
Four Corners Unit 5 Major low pressure turbine overhaul including open close replacement of
turbine blades associated diaphragm components and all turbine seals (tip. interstage and
gland).
Build a new 69kV line connecting the Hohokam and Polk substations.
Well Health is to secure viable water sources by replacing and modernizing aged critical
infrastructures suchas wells and piping. As well as reducing cost by improving water quality.
and mitigate risk of failure.
Aged Conductor Replacement/Mitigation Program Install modern protection devices to
protect legacy small wire from damage during fault conditions. In some situations. reconductor
small wire and backbone sections
Underground Transformer Replacement Program . Replacement of transformers that are no
longer able to be repaired
Llfecycle upgrades to the core computer hardware and operating systems following the guiding
principles for hardware obsolescence.
Comprehensive overhaul of the Four Corners Unit 5 south absorber module.

695FCC03875 2.4463141 Replacement of Four Corners Unit 4 horizontal reheater elements and economizer stringer
tubes that are subjected to the worst erosion.

STREET LIGHTS 3081 4000

Four Corners Unit 5 Absorber
Module Overhaul
Four Corners Unit 4 Partial
Horizontal Reheat Bank
Replacement
Streetlights and Dusk to Dawn

3045 3569FAC RM_BUILDING Facilities Hun MaintainBuilding

(919)

(525)

136Via Dona SubstationTAISUBVIADONA 27002836

150218 2823 2900 177)Replace Control Element Drive
Mechanism (CEDM) coil stack

Cost to add and improve APS owned streetlight system and customer requested dusk to dawn
lights.
Replace assets al the endoflile in a planned cycle. Subset or Facilities Flun and Maintain
program for components identified in building category (i.e. roofing plumbing electrical
interior finishes flooring).
Building a new in-and-out 69kV substation (via Dona) with two 20 Mega Volt Amp (MVA)
transformers and two leaders.
Replace all of the 89 Control Element Drive Mechanism (CEDM) coil stacks for Palo Verde due
to prior failures and degradation identified on the upper gripper coils.
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CONFIDENTIAL Attachment 51
Capital Expenditures by Project (greater than$2 M)

Arizona Public Serv ice Company
STF 2.34 (update)
Actual and Budget Capital Expenditures
Jan 1 Dec 31, 2017
(dollars in thousands)

Var H1(L)
216

Prolect ID
MONITORING SYS

Actual
2801

Budget
2585

Project Description
Monitoring Systems Program

NW  PRSCTTSCCO Build New Prescott Service Center 7682768 2000

Lonq Description
Monitors grid and corporate technology equipment software and systems to provide
notification of failures or anomalies to the Integrated Operations Center ensuring rapid
response to issues affecting business operations. Also provides realtime and historical data
for event resolution root cause analysis and prevention.
Build of a new service center in Prescott. AZ.

346
7

FSL PROGRAM 5
160118

2404
2659

2750
2666

160070 1 4082594 1186

Fossil Expansion Joints Program Replace of expansion joints across the fossil flee!
Replacement of structural components and fill in the cooling towers of Palo Verde Unit 2 to
improve their operational efficiency. structural integrity. and extend their lives.
Replace degraded/outdated clarifier components. and concrete to extend the useful life of
clarifier for an additional 30 years at Palo Verdes Water Reclamation Facility.

Expansion Joints Program
Palo Verde Cooling Tower Life
Extension Unit 2
Clariliers lite extension at palo
Verde Water Reclamation Facility

192UTTG BUTLR VLLY 23902582Butler Valley - 12 Mile Line Build

Yucca Unit e Hot Section OverhaulYUC013336 2558 2558

FSL PROGRAM 13 1 .2402.533 1 ,293

Build 12 mile extension to serve electrical district customer Butler Valley irrigation pumping
load.
Perform Hot Section Overhaul in accordance with the contractually scheduled overhauls in
order to ensure reliable and sate operation of the Yucca Unit 6 Turbine.
A capital program to support the replacement of fabric filter bags across the fossil fleet.

FCC08792 27362484 (252)

DV SITE LIGHTNG 32021502470

Fabric Finer Bag Replacement
Program
Four Corners Unit 5 Scrubber
Outlet Duct Liner Replacement
Deer Valley Site Lighting

Replace the scrubber outlet duct Hastelloy C-22 liner and carbon steel duct casing as required
and apply coating for Four Comers Unit 5.
Securityandsite hardening improvements to mission critical areas at the Deer Valley campus.

484FCC08322 2456 2023Four Corners Unit 4 High Pressure
Intermediate Pressure and Low
Pressure Turbine Major Overhaul

Four Corners Unit 4 Major High Pressure-Intermediate Pressure-Low Pressure Turbine
overhaul including open close. replacement of turbine blades associated diaphragm
components and all turbine seals (tip. gland. and labyrinth seals).

ESPCNRC
170061

1 386
234

1000
2.114

2aas
2347

110043 1722325 2153

Energy Storage-Punkin Center
Palo Verde Cooling Tower Life
Extension Unit 1
Palo Verde digital upgrade of
GENEREX system Unit 1

Procure and install a Battery Storage system at Punkier Center Substation.
Replacement of structural components and till in the Palo Verde Unit 1 cooling towers to
improve their operational efficiency structural integrity and extend their lives.
Design and install digital components for the Main Generator Excitation and voltage Regulation
System (GENERREX) to replace obsolete analog components at Palo Verde Unit 1.

FCC08895 31832286 Replace 24 coal burners for Four Corners Unit 4.(897)

E OFFICE 2NDXMR 625 1 5902214 lnstdl additional 41 .7MVA transformer with two feeder bays.

74SPR CAPBNK CTRL 20002074

Four Corners Unit 4 Burner
Replacements
Eastern Office-Add 2nd
Transformer
Supervisory Cap Bank Controllers Pan of the Smart Grid five-year plan which includes installing two-way radio capacitor bank

controllers On urban area substation feeders with a new communications infrastructure.

T&D Consolidated Comm PlanSGNBNRC 31002056

FCC08299 2043 3213

(1044)

(1170)

Upgrade existing network backbone with a more advanced and robust fiber system and make
it scalable ro support future APS grid modernization efforts.
Upgrade the existing Four Corners Unit 4 & Unit s Distributed Control Systems (DCS) to the
latest ABB Symphony Plus control software during the 2017 s. 2018 outages.

FCC08590 24622019 (443) Comprehensive overhaul of the Four Corners Unit 5 north center absorber module.

LEASE RESD 0112 2000 2056

Four Corners Units 4& 5
Distributed Control System
upgrade
Four Corners Unit 5 Absorber
Module Overhaul
Lease Buyouts on Equipment (56)

OCOTILLO SCM WH
FCC09054

1978
1.927

2000
2200

(22)
(273)

The funds to pay for the APS Fleet as they come off of lease per our leasing agreement with
the bank.
Build new warehouse at Ocotillo Power Plant.
Replace the north and south transition waterwall panels for Four Corners Unit 4

UG CABLE PLAN 1 899 2000 Replace directbury underground cable with cable in conduit.

PBBLCRKSB 2ND41 1 .776 2120

(101 )

(343)

Ocotillo SCM Warehouse
Four Corners Unit 4 Walerwall
Panel Replacement
Underground Cable
Replacement-planned
Pebblecreek Substation install 2nd
transformer

FCC09055 1 634 2.200

Install the second 69/12kV 41 MVA transformer. a 69kV bus section breaker two 12kV feeder
breakers firewalls between the existing transformer and the control house and between the
two transformers oil containment on both transformers.
Replace the north and south transition waterwall panels for Four Corners Unit 5(566)

BUCKEYE WESTLP 24351 553 (872) Rebuild 17 miles of 69kV line with 795ACSS from Bunyan to County Line substation.

Four Corners Unit 5 Waterwall
Panel Replacement
Buckeye West Loop System
Improvement
Trench Bushing Replacement
Altadenacactus 69kV Line

TRNCH BSH RPLC
ATADNA TO CATUS

3000
3391

1490
1452

(1510)
(1940)

DAIVVCNRC 2.8001,310 (1 490)Integrated VolWar Control

New Valson SubstallonVLSN SUB 20251 294 (731 )

NERC AlertNERC ALERT 1 293 2000 (707)

110025 1210 2743 (1533)Plant 2 Way Radio Replacement

EBAYSITENTWKSUB New Midtown Substation 25001143 (1 357)

Rebuild Pima SubstationPIMA FDR EXITS 22601 060 (1200)

Replacement of trench bushings prior to failure.
Build four miles of new 69kV line from Altadena to Cactus. Approximately three miles of this
line will be double circuit with the existing Shea .. Cactus 69kV line
Part of Smart Grid five-year plan which includes installing Integrated Volt-Var technology on
select feeders.
Build new substation with two20 MVA LTC transformer and three12 kV feeders to off load
Buckeye and Valencia transformers.
install floating dead end structures on the Four Corners to Cholla. Cholla to Preacher Canyon
Four Comers to Moenkopi and Verde lo Yavapai lines lo meet North American Electric
Reliability (NERC) ground line clearance standards.
Replace Palo Verdes 2way radio system required for Emergency communications from
analog to digital. Expand vNreless capability inside the Protected Area to utilize mobile online
applications for Maintenance Radiation Protection and Operations.
Build Midtown Substation at lndianola and 3rd Street with two transformers two 69 kV lines
with breakers and ten network feeders.
Rebuild Pima Substation on the existing property plus acquire additional property to the east.
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CONFIDENTIAL Attachment 51
Capital Expenditures by Project (greater than$2 M)

Arizona Public Serv ice Company
STF 2.34 (update)
Actual and Budget Capital Expenditures
Jan 1 Dec 31, 2017
(dollars in thousands)

Prolect ID
170041

Budget
2440

Actual
1 023

Var H1(L)
(1417)

896TRANS RW RENEW 3824

343SUBSECURITY

Lonq Description
Replace degraded/outdated clarifier components and concrete to extend me useful life of
clarifier for an additional 30 years al Palo Verdes Water Reclamation Facility.
Transmission lines constructed on State/Govemment land are issued a rightofway with a
schedule of payments.
Harden Jackson Street Substation. Harbor Street Substation. and North Gila Wall Addition.3100

Project Description
Water Reclamation Facility
Clariliers Life Extension
Transmission Land RightofWay
(ROW) Renewals
Substation Hardening

New Garfield Substation 335GARFIELD SUB 5050

(2929)

(2757)

(4715)

118BALD MNTAN DEWY 4000 (3882)

Rebuild the Garfield Substatiori to a standard layout withstandard network substation
equipment: Option 1: Purchase new land and build new substation. Option 2: Rebuild Garfield
Substation on current site. The current site may need to be expanded.
Rebuild the Bald MountainDewey 69kV line under build (8.5 miles).

30PYRMDPKPIONEER 4375 (4345)

Bald MountainDewey 69kV
Rebuild
Pyramid PeakPioneer 69kV Line

13Hearn to Waddel 69kV reconductorHM WDDL RCOND 2091

RHC09052 5 2850

(2078)

(2845)

Double circuit existing eight mile 69kV line from Pyramid Peak to Pyramid Peak Tap. Eliminate
the lap and tie existing 69kV line to the east of the tap to the new circuit. Double circuit one
mile or 69kV from the dead end pole just west of 117 to Pioneer substation with the last 0.5
mile into Pioneer being underground.
Construct 1.5 miles of new 69kV line and expand Hearn substation to accommodate new
additions.
Replace existing Trench bushings on transformers at Redhawk Unit 1.

500302170136 2575
2648

Palo Verde emergent capital work (contingency).
Major upgrades/replacements and additions to palo Verdes facilities.

(2575)
(2648)

Redhawk Unit 1 Trench Bushing
Replacements
Emergent Work Fund
Palo Verde facilities Master Plan
Upgrades
Pro Verde Distributable517014 4025

CAPITAL BUD ADJ 14994

NAV RELIAB BUD 5927(4387)

(4025)

(14994)

(10313)

CMC Contingency and
Adjustments
Navajo Reliability Project Budget

FORFEITED ADV Forleited Refundable Advances (345)(1 900)(2245)

Benefit Load DifferenceBEN LOAD DELTA (1096)(17900)(18996)

Allows charges for Palo Verde capital projects that cannot be tracked to individual projects and
are to be distributed to all capital projects.
Capital budget dollars held at the enterprise level for costs that will probably occur based on
past experience but me amount is uncertain.
Capital funding to support APSs share of Navajo Generating Station capital projects. (Actual
costs are a credit due to capital projects being cancelled upon 2019 closure announcement
and being reclassified to oaM).
Represents refunds forfeited due to the fact that the customer did not complete the required
meter sets or build outs over a fiveyear period from the date the execution agreement was
signed.
Adjustment to capital expenditures for the amount by which Benefit and Injuries & Damages
costs loaded to capital exceed the true share of those costs for capital projects

1.205.335 1.211.539 (6204)

135.423 125.180 10.244

$ 1.340758 s 1.336.719 s 4.039

Subtotal Projects r $2M (Direct Only)

Other Projects Below r. $2M (including Loads)

Total Capital Expenditures (including Property Tax)
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CONFIDENTIAL Attachment 51
Capita Expenditures by Project (greater than $2 M)

Ar izona Public Serv ice Company
STF 2.34 (update)
Actual and Budget Capital Expenditures
Jan 1 Dec 31, 2018
(dol lars in thousands)

Proiect ID
OCC07683

Ac u I Budget
$ 109401 $ 113779

Var Hl(L)
$ (4378)

Project Description
Ocotillo Modernization Project

Nuclear FuelNUCLEAR FUEL 71 440 71863 (422)

Lonq Description
Installation of five new General Electric LMS100PA4 simplecycle gas
turbines. adding 510 MW (net) production al Ocotillo
Nuclear fuel materials while in process of relinement conversion
enrichment. and fabrication into nuclear fuel assemblies and components
including processing fabrication and necessary shipping costs.

EDES OVERHD99 457261 629 57057Construction Overhead-Engineering
and Supervision

Overhead costs (or indirect costs) are costs that are incurred in normal
business but Carrol be directly assigned to a particular function or activity.

RESIDENTIAL 3.76536538 32773Service and Line
Extensions-Residential
TransformersTRANSFORMER 30.721 27.895 2826

NONRESIDENTIAL 1750828663 11155

0CAPITAL AG ALLC 28000 28000

Service and Line Extensions-Non
Residential
Capitalized A&G Allocation

UNPLND EMERG 22000 318625186Unplanned/ Emergency

RHC07282 26.28123048 (3233)Redhawk Long Term Service
Agreement Major Inspection

21182 21182FSL PROGRAM 14 Outage Discovery

FCC03864 2391221 .094 (2818)

20.732 20732

Four Comers Unit 4 Selective
catalytic Reduction System

TURBINE UPGRADE Red Hawk Gas Turbine Upgrades

374EDCON VEH OH99 Construction Overhead-Vehicles 16976 16601

AMIMETER OPS 1 5751463816.213Automated Meter Infrastructure
(AMl) Meters

APS.COM PLATFRM APS.com Platform Modernization 1040014142 a742

UG CABLE REPL 13555 1 .55512000Underground Cable
Replacement-Unplanned

13.426 10.502 2924APP SUSTAIN PRG Application Sustainability Program

DA MNP NRC
TAIMPSNVLMGN
AMI COMM INFSTR

11722
10.400
13.054

12673
12215
12201

Residential Service and Line Extensions Program - Cost to provide new
service and upgraded service to residential customers.
Precapitalized cost of distribution transformer purchases that are used for
additions and replacements in the distribution system.
NonResidential Service and Line Extensions .. Cost to provide new service
and upgraded service to commercial and industrial customers.
Allocates administrative and general (A8iG) costs to capital projects.
Calculation is based on the percentage of time A&G employees provide
support for capital projects.
Replacement of Transmission and Distribution [T8tD) capital equipment
resulting from unforeseen system conditions that result in unplanned
outages.
Execution of the 48000 hour Major Inspection and related parts replacement
as part of the Redhawk General Electric Long Term Service Agreement (GE
LTSA) contract.
Fossil Program for capital improvement/replacement that is discovered
during plant outages.
Four Corners Unit 4 permitting engineering and construction of a Selective
Catalytic Reduction (SCR).
Upgrade the Redhawk gas turbine to facilitate the production of more MWs
per vendor recommendations.
Overhead costs (or indirect costs) are costs that are incurred in normal
business but cannot be directly assigned to a particular function.
Precapitalized cost of Advanced Metering Infrastructure (AMI) meters
purchases that are used for additions and replacements.
Replacement of the current aps.com SharePoint platform due to
obsolescence and performance limitations.
Unplanned Underground Cable Replacement Program Replace all of the
remaining direct buried primary distribution cable at the lowest cost with the
highest reliability impact.

Program to support and maintain application upgrades needed to ensure
software is kept up to date at an acceptable version relative to vendor
releases.
Replacement of end of life network protectors.
Approximately 40 mites of new 500kV line from Sun Valley to Morgan.
Replace all Elster gatekeepers and end point cellular meters by 2020.

951
1.815
(853)

Network Protectors
Sun Valley TS5Morgan TS9 500
Automated Meter Infrastructure
(AMI) Communication Infrastructure

EBAYSITENTWKSUB New Midtown Substation 1447111 499 (2972)

FsvL FrNCH SUB 8.92211212 2290Festival Ranch Temporary
Substation FRT to Permanent
New Valson SubstationVLSN SUB 863610483 1 847

FBC90401 1151810357 (1 262)

800MHZ RFP 9926 10481

Build Midtown Substation at lndianola and 3rd Street with two transformers
two 69 kV lines with breakers and ten network feeders.
Convert the Festival Ranch Temporary substation to a permanent
substation on the existing property.
Build new substation with two20 Mega Voltage Amp (MVA) Load Tap
Changer (LTC) transformer and three12 kV feeders to off load Buckeye
and Valencia transformers.
Four Corners Unit 5 permitting engineering and construction of a Selective
Catalytic Reduction (SCR).
Replacement of existing 800 MHz statewide voice radio network system.

Four Corners Unit s Selective
Catalytic Reduction System
800 MHZ Radio Frequeney Purchase (555)

LINEPTRL REPL 9789 6000 a78sOverhead Planned Replacement Replacement of endoflife degraded or damaged equipment (noted during
annual Public Safety line patrols and annual climbing inspections).

4.5349.741WPC08718 5.207 Major overhaul of the combustion turbine.West Phoenix Major Inspection
CC3

MDM REPLACEMEN1 MDM Replacement
INCENTIVE Incentive

9335
5894

206
2419

9.541
9312

PIMA FDR EXITS Rebuild Pima Substation 4095 49549049

FSL PROGRAM . 2 8814 6552 2262Motors/pumps/ Valves Program

Storm-LinesSTORM LINES 66558756 2131

Replacement of Meter Data Management (MDM) system.
Incentive compensation program enables company to attract and retain
skilled employees by rewarding employees who are responsible for success
in company and business area metrics such as safety cost containment
and reliability.
Rebuifd Pima Substation on the existing properly plus acquire additional
property to the East.
Fossil Motors/PumpsNdve Program . motor. pump and valve requirements
across the fossil fleet.
Replace transmission lines damaged resulting from storm and unplanned
events
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CONFIDENTIAL Attachment 51
Capita Expenditures by Project (greater than $2 M)

Ar izona Public Serv ice Company
STF 2.34 (update)
Actual and Budget Capital Expenditures
Jan 1 Dec 31, 2018
(dol lars in thousands)

Var l l l (L)
34

Budget
8615

Ac u I
8649

Project ID Project Description
HW SW LIC RENEW HW/SW License Maintenance

Renewal Program

FCC03875 5.87723328209

Lonq Description
Renewals of existing licenses that qualify tor capitalization per accounting
guidelines This does not include license expansions or new licenses be
does accommodate for business growth.
Replace Four Corners Unit 4 horizontal reheater elements and economizer
stringer tubes that are subjected to the worst erosion.

WPC05926 4500 36328132

Four Corners Uni! 4 Partial
Horizontal Reheat Bank
Replacement
West Phoenix Steam Turbine Major
Inspection

8.0007932RELWDPOLEREPL wood pole Replacement

91167867SCM WAREHOUSE Supply Chain Management Capital

(68)

(1 250)

FSL PROGRAM . 7 84367097553Breakers Program

NERC CIP COMP 80007407 (593)NERC CIP Compliance 2016

Via Dona SubstationTAISUBVIADONA 7284 8.250 (966)

UG CABLE PLAN 96937239 (2454)

Perform West Phoenix major inspection and related capital replacements of
steam turbine in accordance with the manufacturer maintenance
recommendations.
Wood pole Replacement Program Replacement of poles found to not
have 10 years of remaining life
The cost of the Warehouse and Logistics teams that support T&D capital
projects (excludes the cost of the hauling vehicles).
Fossil Breakers Program replacement of electrical breakers across the
fossil fleet.
Introduce and enhance processes and technology in order to comply with
Federal mandated compliance requirements for Critical lnfrastucture
Protection (CIP).
Building a new in-and-out 69kV substation (Via Dona) with two 20 Mega
Voltage Amp (MVA) lransiormers and two feeders.
Replace directbury underground cable with cable in conduit.

7169 7172

Underground Cable
Replacement-Planned

EMS UPG PROJECT EMS Upgrade Project (3)

110060 7114 6111 1 003Main Generator Stator Rewind Unit
2

TAIMPMAZATZAL 3.4136613 a.200

RELOC GOV 55006577 1 077

Maatal 345/69 kV Substation
Addition
Highway Relocation Distribution

SLRAZ SUN II Arizona Sun ll 6.354 15000 (8646)

501 AALUBEOIL Lube Oil Cooler Modillcations 3.5462.7006246

Upgrade the Energy Management System (EMS) to provide a best in class
EMS for APS.
Rewind each of Palo Verdes three Main Generator stators. The Palo Verde
Main TurbineGenerator Long Range Plan (LIP) identifies timebased
replacements that allow the site to manage aging assets that are vital to
economically elNcient power production and maintaining a high level of
reliability.
Build a 345/59 kV Substation Mazatzal in proximity of the 188 highway and
Beeline highway.
Move/remove transmission and distribution facilities for highway relocation
projects.
The program prescribes a $10$15 million dollarlunded capital spend each
year for s years on solar Photovoltaic (PV) installations. The spend is split
between limited and moderate income residential and Lille I schools.
nonprofits rural governments and multifamily.
Add new supplemental Lube oil System. integrated into the existing lube all
system to provide required lube oil cooling for combustion turbines.

COMPUTE 5918 5969 (51)

819

Compute Program

FSLES OVERHD99 Construction Overhead 50615880

Lifecycle upgrades to the core computer hardware and operating systems
following the guiding principles for hardware obsolescence.
Capital funding for overhead related to capital projects such as the expense
for administrative financial. and engineering service provider support.

FCCOB322 2635.823 5560Four Corners Unit 4 High Pressure.
Intermediate Pressure and Low
Pressure Turbine Major Overhaul

CS GRND THORTON Thornton: Build New Substation 66395715 (924)

4.118 1513s 631FAC RM_BUILDING Facilities Run MaintainBuilding

Four Comers Unit 4 Major High Pressure-Intermediate Pressure-Low
Pressure turbine overhaul including open close replacement of turbine
blades. associated diaphragm components and all turbine seals (tip. gland
and labyrinth seals).
Build 115/12 kV Thornton Substation to off load the Casa Grande
substation.
Replace assets at the endoflite in a planned cycle. Subset of Facilities
Run and Maintain program for components identified in building category
(i.e.. rooting plumbing electrical. interior finishes. flooring).

351FCC05347 52675619Four Corners Flue Gas
Desulfurization Fly Ash Blending

309SERVICE REPL 50005309Service Replacements

804WPC08931 5.064 4260West Phoenix Unit 5 Cooling Tower
Rebuild

FCC06552 s 40s5041

Four Corners Fluegas desulfurization (FGD) slurry mixing and handling
equipment modifications to replace current storage of FGD waste with
disposal in the dry fly ash disposal area.
Service Replacements Program Replace directbury service/secondary
distribution cable with cable in conduit
West Phoenix 5 replace existing wood wind and partition walls fan deck
casing. and structural members. Replace all tl in cooling tower and water
distribution system.
Replace the Four Corners Unit 4coal silos.(362)

APS share or construction overhead related to pate Verde.

Four Corners Uni! 4 Coal Silo Wall
Replacement
APS share of palo Verde OverheadPVCONSTOH99 4916 4916

STREET LIGHTS 3.000 1 ass4839streetlights and Dusk to Dawn Cost to add and improve APS owned streetlight system and customer
requested dusk to dawn lights.
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CO NFIDENTIA L A t tac hment  51

Capita Ex penditur es  by  Pr ojec t  ( gr eater  than $2 M)

Ar izona Public Serv ice Company
STF 2.34 (update)
Actual and Budget Capital Expenditures
Jan 1 Dec 31, 2018
(dol lars in thousands)

Pr o i e c t  ID

ILLUMINATE 2.5
A c  u I

4 7 3 3

B u d g e t6 1 7 7 V a r l l l (L )
(1 .444)

Project Description
A dv anc ed A pplic at ions  and Breaker

Co n t ro l

7 7 6 04 5 6 0

5 9 9 34 5 2 2

Lonq Description
Subs tation Remote Term inal Unit (RTU) phased cutover will begin
including Dis tribution Operations Center (DOC) jurisdictional operation
authority for control of substation breakers  including automated load shed.
Continue to adv anc e the netw ork model f or  A dv anc ed Meter ing

Infras tructure (AMI) Integration and feeder tuning. Enable two way Cap Bank
Control where available and implement the Global Pos itioning System
(GPS) interface (tracking crews visually within Advanced Dis tribution Data
Management Sys tem (ADMS).
SO2 monitors . modifications to the chimneys and replacement of the
Continuous  Environmental Monitoring Sys tem (CEMS) equipment.
Rebuild the Bald MountainDewey 69kV line under build (8.5 miles).

FC CONSENT DECR Four Corners  Consent Decree
Pr ojec ts

BALD MNTAN DEWY Bald MountainDewey 69kV Rebuild

(3200)

(1 471 )

ATADNA TO CATUS Al tadenaCactus  69kV L ine 6 9 34 5 1 6 3 8 2 3

CAP PF\OP TAX
FCC03960

5 7 0 0

4 9 6 0

4 3 1 5

4 1 0 0

(1 .385)
(8 6 0 )

4 1 5ESPC N R C 3 6 6 44 0 7 9

Capitalized Property Tax
Four Comers  Unit 4 High Pressure
Generator  Stator  and Field Rew ind

Energy Storage-Punkin Center

Build four miles  of new 69 kV line from Altadena to Cactus . Approximately
t h re e  m i l e s o f  th i s l i n e  wi l l  b e  d o u b l e  c i rcu i t  wi th  th e  e xi st i n g  Sh e a  - Ca ctu s

6 9  kV  l i n e .

Ca p i t a l i ze d  p ro p e rt y  t a x .

Per f orm Four  Corners  Uni! 4 high pres s ure generator  s tator  and f ield

re wi n d .

Procure and ins tall a Battery Storage system at Punkier Center Substation.

FCC03922 3 9 6 0 6 8 2 0 Per f orm Four  Corners  Unit 4 low  pressure generator  s tator a n d field rewind.(2860)Four  Corners  Unit  4 Low  Pres s ure

Generator  Stator  and Field Rew ind

Polar  Cr ane Un it 2100158 1 .8793 8 0 4 1 9 2 5

FS L  PROGRA M 8 3.758 3.850Well Health  Pr ogr am (92)

Update the Palo V er de Unit 2 crane controls drives motors and hoists due
to aging of  components . This  w ill inc rease c rane reliability  and reduce the

likelihood of outage delays due to crane breakdown.
Well Health is  to secure viable water sources by replacing and modernizing
aged critical infrastructures such as wells  and piping. As well as reducing
cos t by  improv ing w aler  quality a n d mitigate r is k of  f ailure. Program is  t ied

to Sustainability Tier 2 metric (Well and Pumping Reliability).

FCC08895 5 7 B 33 7 4 7 Replac e 24 c oal burners  at Four  Corners  Unit  4.(2036)

2 6 3 41 1 0 03 . 7 3 4

Four Corners  Uni! 4 Burner
Replacements

JACKSNSUBSKYHBF Jackson Subs tation Feeder
M o d i f i ca t i o n

B 2 2ES XFMR a 2 . 8 9 83 7 2 0EI Sol 230kV Reconliguraiion

2 . 1 8 91 4 8 43 6 7 3PL MV L Y  X FMR FDR Palm V alley :  Ins tall Feeder  f or  Be!

Cor por at ion

3 1 0HM W DDL  RCO ND 3.656 3 3 4 6

V IS  CNTL  OP DIS 3.631 3.763 (132)

Hearn to Waddell 69kV  line

Rec onduc tor

A dv anc ed Dis tr ibut ion Managemern

Sy s tem ( A DMS)

FSL  PROGRA M .  1 3 6 2 2 1 458 2 1 6 4Tanks /Tank Re- lines  Pr ogr am

RHC0 7 1 7 0 3 6 1 9 4 3 6 1 (742)Redhaw k Cooling Tow er  w ood

Rep lac emen t  Ce i ls  DI Unit  1

FSL  PROGRA M .  5 3 6 0 8 4 3 8 7 (779)Ex pans ion Joints  Pr ogr am

4 8 63 4 8 6 3 0 0 0A GEDCONDTORREP A ged  Conduc t o r  Rep lac emen t  I

Mit igat ion

3 4 3 2 a s e 2 (231)LOCA L A REA  NTWK Loc a l A r ea  Netw or k Pr ogr am

3 7 3UG XMA S REPL 3 0 0 03 3 7 3

170041 3 6 1 93 3 2 2 (296)

Under gr ound Tr ans f or mer

Rep lac ement

Water  Rec lamation Fac ility  Clar if iers

Lif e Ex tens ion

FCCOGS41 3 2 8 4 2 0 9 0 1 1 9 4Four  Cor ner s  Upper  Retent ion Pond

Liner  Ins tall

FS L  PROGRA M 6 3 2 7 0 4 7 9 2

Phoenix  Sky  Har bor  Inter nat ional A ir por t  ( PSHlA )  is  pr opos ing to ex pand

Terminal 3 to meet the needs  of  their  f orecas ted cus tomer  load grow th in

the c oming y ears . They  are projec t ing approx imately  15 million more

passengers  by  2024.

Rec onf igure the 230 kV  r ing bus  at El Sol Subs tation. A dd three

trans f ormers  replac ing the ex is ting tw o.

Ins tall a f eeder  br eaker  6hole duc t  bank and f eeder  f r om c us tomer

connec t point to new  subs tation. In addit ion ins tall sw itchgear  and

c apac itors  at c us tomers  s ite.

Cons truc t 1.5 miles  of  new  69kV  line a n d ex pand Hearn s ubs tat ion to

ac c ommodate new  addit ions .

Ins tall dis tribution supervisory control and data acquis ition (SCADA)
devices  Dis tribution Management Sys tem and Outage Management
Sy s tem applic at ions .

Foss il Tanks /Tank Relines  Program . replacement of tanks  and tank liners
across the foss il fleet

Replace all s tructural members with fiberglass reinforced plastic on Cooling
Tow er  Redhaw k Unit 1. A lso replace all f ill w ith Hybr id Tr ic kle Pac  25 t ill all

f an s tac ks  and add required ac c es s  to the gearbox es .

Fos s il Ex pans ion Joints  Pr ogr am replacement of  expans ion joints  ac ross

the f oss il f leet

A ged Conduc tor  Replac ement /Mit igat ion Pr ogr am Ins tall modern

protec tion dev ices  to protec t legacy  small w ire f rom damage dur ing f ault

c ondit ions . In s ome s ituat ions  rec onduc tor  s mall w ire and bac kbone

sec tions .

Engineer ing and implementing reliable high av ailability  inf ras truc ture

s uppor t ing the c r it ic al bus ines s  env ironments  or  A PS. This  w ork is

necessary  to ensure uninter rupted gr id operations  and corporate bus iness

f unc tions .

Under gr ound Tr ans f or mer  Replac ement  Pr ogr am Replac ement of

trans f ormers  that are no longer  able to be repaired

Replac e degraded/outdated c lar if ier  c omponents . and c onc rete to ex tend

the usef ul lif e of  c lar if ier  f or  an additional 30 years  at palo V erdes  Water

Rec lamation Fac ility .

Closure of  ex is ting upper  retention p o n d and installation of a reinforced
concrete tank in the location of the closed upper retention pond at Four
Corners .

Fos s il Cataly s t  Pr ogr am replacemern of  catalys ts  ac ross  the f oss il f leetCata ly s t  Pr ogr am ( 1 5 2 1 )

3 2 5 0

3 1 2 2

4 4 4 5

1 4 6 6 2

( 1 1 9 5 )

( 11539)

O W NS  S UB

JBA  69  SWY D Komatke 69kV  Svv itchyard

TRIB A L  RW  RENEW  Tr i b a l  L a n d  F l i g h t o f w a y  ( ROW )

Renew als

Ow ens  Subs tat ion A ddit ion 3.110 a 6 1 1 (501 l

Build a new  69 kV  sw itchyard w ith f our new  69 kV  lines .

Transmiss ion or  Dis tr ibution lines  cons truc ted on tr ibal lands  are is sued a

r ightof w ay  w ith a s c hedule of  pay ments .

Build a new  subs tation in Payson to suppor t Rim Country  Univers ity  new

load.

5 / 2 0 / 2 0 1 9 3:15  PM
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CONFIDENTIAL Attachment 51
Capita Expenditures by Project (greater than $2 M)

Ar izona Public Serv ice Company
STF 2.34 (update)
Actual and Budget Capital Expenditures
Jan 1 Dec 31, 2018
(dol lars in thousands)

Var Hl(L)
1067

B d e t
1946

Ac u I
3013

11141.8722986

Lonq Description
Install a third transformer at Raintree Substation in addition to a new 12kV
leader breaker and approximately 8.700 ft. of cable.
Replace existing transformer with new higher rated transformer.

729180058 2911 2183

Project ID Project Description
RAINTREEXFMR19 Raintree: install Feeder and

Transformer
CASAGRANDE XFMF Casa Grande 230/G9kV Transformer

Replacement
Cooling Tower Lite Extension Unit 2

TEMPE XFMFl27 2887 4s 20 (1 533)

308SUBAGEDEOUIP 25352843

Tempe: lnslall Third Transformer and
12kV Feeder
Substation Aged Equipment
Replacement

BLOCK23 2838 2838

Replacement of structural components and till in the cooling towers of Palo
Verde Unit 2 lo improve their operational elhciency structural integrity. and
extend their lives.
Construct a third location in Tempe substation in order to install a third
substation transformer with new 12kV feeder
Substation Aged Equipment Replacement Program Replace aging
substation equipment which is at endofservice life problematic or in an
advanced degradated state due to loading and/or operation.
Construction of Network and Radial feeds to support a new highrise
Residential and commercial Development in Downtown Phoenix.

RHC05928 2817 2817

New Downtown Phoenix
development requires 2.5MW of New
network load
Steam Turbine C Inspection

312DVN2 REMODEL 25002812Deer Valley Building N2 (Data
Center) - Remodel

MT ELDEN RBLD 60Rebuild Line to Meet Ice/Wind Loads 2642 2582

Replace necessary Redhawk steam turbine parts in accordance with
manufacturer recommended schedule: Includes replacement of High
Pressure and Intermediate Pressure FtADAX segments I blades. but may
include additional capital replacements found during discovery per MFG
normal inspection process. Verify that all turbine parts are wearing
appropriately and to validate the need to replace parts that are nearing the
end of their file.
Deer Valley North Building 2 Remodel Replacement of critical
infrastructure for mission critical building (electrical service backup
generator roofing Heating Ventilation and Air Conditioning (HVAC) systems
etc.)
Rebuild tailed line to meet regional ice and wind loads.

3000 (359)
2.633

2641
2.633

SW SC CN HUBWeSt
STAGECOACHFDRO' Stagecoach Install Fdr 03

55720002557SPR CAPBNK FY18 2018 Capacitor Bank Controllers

1.040
151

YUC013335
170062

2540
2537

1 500
2s s e

Yucca GT5 Ho! Section Overhaul
Cooling Towers Life Extension

GARFIELD SUB New Garfield Substation 8.6822.530 (6152)

44130168 2479 2435Palo Verde Security Access Control
FP . Unit 3

New Service Center in western PhoenixMetro service territory
Install a new feeder out of Stagecoach feeder bay a. Trench conduit about 1
mile east and set a switching cabinet with feeder tie to existing stagecoach
feeder.
Pan of the grid modernization plan which includes installing two-way radio
capacitor bank controllers on urban area substation feeders with a new
communications infrastructure.
Perlorm Hot Section Overhaul for Yucca Gas Turbine Unit 5.
Replacement of Palo Verde structural components and till in the cooling
towers to improve their operational efficiency. structural integrity and extend
their lives.
Rebuild the Garfield Substation to a standard layout with standard network
substation equipment: Option 1: Purchase new land and build new
substation. Option 2: Rebuild Garlield Substation on current site. The current
site may need to be expanded.
Replacement of major sections of Palo Verde Unit 3s existing Fire
Protection System in conjunction with the Security Access Control System
Replacement project for complaince to Nuclear Regulatory Commission
(NRC) requirements tor nuclear plants security and fire protection systems.

TRNCH BSH RPLC
HTFLD 5 FDRBKR

2376
2.341

3370
2.560

(994)
(219)

870
332

CHOLLA SHNT
PHYS SEC SYS

2.337
2322

1.467
1991

Trench Bushing Replacement
Hallield Substation: Second
Transformer
Cholla Shunt Reactor
Physical Security System Program

Replacement of trench bushings prior to failure.
install a second 69/12 kV transformer. two 12 kV feeder breakers. and
11.000 ft. of cable.
Add shunt reactor ro Cholla 500 kV transmission line.
Ensure the safety and security of APS personnel. property and assets.

SARIVAL FDRO1 Sarival: New Feeder 25502283 (267)

WPC08936 3781 .8952268

2.246 11382

CC4 Evaporation Pond Liner
Replacem

PHXSKYTRAIN PH2 Sky Train Phase 2 New Substation (9136)

Install a new underground feeder from the Sarival Substation south along
Sarival Avenue lo me north side of the Union Pacific railroad in customer
provided trench and conduit. Build a new overhead feeder across the
railroad and Highway 85. Acquire railroad crossing and rightofway usage
permits.
Refurbish the two West Phoenix Combined Cycle Unit 4 evaporation ponds
and replace liners.
The Sky Train Phase 2 project at Sky Harbor requires the removal
relocation and conversion of existing facilities along the new train route from
Terminal 2 along Buckeye Road ro 24th Street and under the 110 at Sky
Ha.rbor Circle. To feed the new train a new substation is needed consisting
of two transformers and two super feeders which run to the new customer
switch yard. A double circuit overhead 69 kV line is needed from the new
substation location to a tie in point on the Harbor/Lincoln West Line.

E OFFICE 2NDXMR Eastern OfEoe-Add 2nd Transformer 2238 2486 (248) Install additional 41 .7MVA transformer with two feeder bays.

FSL PROGFKAM 12 2235 2312 (77)Water Systems/ Membranes
Program

STORM SUBS 2229 2229Storm damage al substations

Fossil Water Systems/ Membranes Program replacement of reverse
osmosis membranes. water process systems and water piping systems
across the fossil fleet
Replace substation equipment damaged resulting from storm and other
unplanned events

5/20/2019 3:15 PM
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CONFIDENTIAL Attachment 51
Capita Expenditures by Project (greater than $2 M)

Ar izona Public Serv ice Company
STF 2.34 (update)
Actual and Budget Capital Expenditures
Jan 1 Dec 31, 2018
(dol lars in thousands)

Var l l l (L)
106

Proiect ID
LEASE RESD Q112

Budget
2047

Ac u I
2153

Project Description
Lease Buyouts on Equipment

357West Phoenix CT 5A LTMP PARTSWPC08613 2129 1.772

CLIENT APPS
160031
ADMRTUDPNRC

179
(49)
104

2123
2123
2104

1944
2172
2000

Microsoft Office Upgrade
Main Transformer New Purchase
Advanced Distribution Management
System (ADMS) RTUs Dualport

Lonq Description
The funds to pay for the APS Fleet as they come off of lease per our leasing
agreement with the bank.
West Phoenix Combustion Turbine Unit 5A Siemens LongTerm
Maintenance Agreement captial parts for outage
Upgrades to the core client applications.
Purchase of new Main Transformer for installation at palo Verde
Project is required to dualport existing Remote Terminal Units (RTUs) to
communicate with both Energy Management System (EMS) and new
Advanced Distribution Management System (ADMS).

FSL PROGRAM 13 26041 .998 (605)

ESNRC 1 .980 2250

Fabric Filter Bag Replacement
Program
Energy Storage (270)

SAC07060 1 946 2433 (487)

170183 1 799 2548 (749)

TRIP SAVERS 1 700 2.000 (300)

TAIMPNGILATSB 1 692 2359 (667)

SN DG WLLW LK 1 562 2685 (1123)

RHC09087 2.0301 .544 (486)

A capital program to support the replacement of fabric filter bags across the
to$$il 1ISSI.
Identify and Install 35 intermediate scale batteries at various points on a
feeder.
Replace the Saguaro Plant Control System wiring bleed and control valves
per manufacturers and Engineering recommendations.
Major rebuilding of all of the infrastructure and work areas of specific Palo
Verde building for occupancy by the Fix It Now work team.
Deploy noncommunicating single phase reclosers at 122 locations on 89
feeders of Se substations spanning all Divisions.
Construct a 15 mile 230kV line from North Gila to TS8 along with a new
transformer at TS8.
Rebuild the Willow LakeSundog Tap 69kV line to Bald MountainDewey
69kV line (2.25 miles).
Replace existing trench bushings on transformers at Redhawk Unit 2.

Saguaro Control System
Replacement
FIN (FixItNow) Service Building
Remodel
201 B NonCommunicating Single
Phase Recloser
North Gila TS8 Yucca 230kV
Projects
Sundog-Willow Lake-Rebuild 69kV
Line
Redhawk Unit 2 Trench Bushing
Replacements
Stout: New FeederSTOUT 13 FDR 20001 404 (596)

PARTICP BY OTH 3.0131146Participant by Other

AANNRC 1188 4000

(1 867)

(2862)Data Analytics

BULLARD SUB BLD Bullard: Substation Addition 48451 057 (3788)

Install new feeder from Stout substation to Pinnacle Peak Road and Central
Avenue.
Transmission assets and substation upgrades on participant lines that APS
is not the operating agent.
Implement business solutions provided by Digital Transformation &
Continuous Improvement for smart grid.
Purchase land and construct a new 69/12kv substation along with three
12kV feeders on the west side of Bullard Avenue and Van Buren Avenue.

950FILLMORE SUB Fillmore: New Feeder 5.000 (4.050)

921PLMVLY 2 XFMR 2.689

FCC07701 860 4806

(1 .767)

(3946)

Palm Valley: Add Second 230/69kV
Transtofmer
Four Corners Bottom Ash Sluice
Water Recycle

139PRRYVLLESUB 2031 (1 892)Perryvillez Rebuild Substation and
Land Acquisition

Move network feeders from Fillmore substation to dedicated network
substation (Garfield/Uncoln St. West).
Add second 230/69 kV transformer and associated breakers at the Palm
Valley substation.
Construction ot a closed loop bottom ash transport system at Four Corners.
System comprises two agitated tanks and pumping and piping systems to
create the closed loop system.
Construct a new load tap changer (LTC) standard substation that meets
both the area load and protection scheme for the area toad. Purchase 2.25
acres of additional land parcel to the west of APS owned sub site.

PIMA FDRS 06 14 108 2041 (1 933)Pima: Install Feeders and Switching
Cabinets

97FCC06752 4051 (3954)

94MURAL PALMNAS

Energize switchgear compartments Install cables in a new 6hole duct bank
from Pima Substation Io the southeast corner of Cotton Lane and Indian
School Road. Set a new 4way dualbushing supervisory switching cabinet
for the new UPS facility.
Construction of a 30acre Lined Dry Ash Disposal Facility at Four Corners to
store coal combustion residuals.
Rebuild 4.4 miles of the Don LuisMural 69kV line section to 795ACSS.2189

Ash Disposal Site 4

Cochise County Regional Fix (2096)

61WILLO NEW SUB 8761Virginia Substation (8700)

38FCC06342 4490 (4452)Four Corners Low Volume Waste
Pond Construction

Distributable518014 3982

CAPITAL BUD ADJ 17919CMC Contingency and Adjustments

FORFEITED ADV

(3982)

(17919)

850Forfeited Refundable Advances (1850) (2700)

130124 3(2121) (2124)Seeurity access control & lire
protection

Build a new substation in the Phoenix midtown area to accommodate future
load growth.
Excavation and removal of coal ash material from existing Four Corners
Combined Waste Treatmenl Pondand repurpose as a low volume waste
water pond.
Allows charges for Palo Verde capital projects that cannot be tracked to
individual projects to be distributed to all capital projects.
Capital budget dollars held at the enterprise level for costs that will probably
occur based on past experience but the amount is uncertain.
Represents refunds torteiled due to the fact that the customer did not
complete the required meter sets or build outs over a fiveyear period from
the dale the execution agreement was signed.
Replacement of major sections of Palo Verdes existing Fire Protection
System. in conjunction with the Security Access Control System
Replacement project for complaince to Nuclear Regulatory Commission
(NRC) requirements tor nuclear plants security and fire protection systems.

160278 (2285) (2235)Rebuild diesel generator engine .
Unit 3

Rebuild the unit 3 B diesel generator engine for Palo Verde Unit 3 by
replacing major components including crankshaft assembly pistons
connecting rods power rods. and cylinder liners. Also. install a permanently
mounted vibration and monitoring system on each ot the crankshafts main
bearing supports.

5/20/2019 3:15 PM
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CONFIDENTIAL Attachment 51
Capita Expenditures by Project (greater than $2 M)

Arizona Public Service Company
STF 2.34 (update)
Actual and Budget Capital Expenditures
Jan 1 Dec 31, 2018
(dollars in thousands)

B  d  e tProject IDWPC08717 Ac u I
(2811)

Lonq Descript ion
Major overhaul of the combustion turbine for West Phoenix.

Var Hl(L)
(2.811)

Project Description
Major overhaul of the combustion
turbine at West Phoenix
Benefit Load DifferenceBEN LOAD DELTA 1 339(8470)(7131) Adjustment to capital expenditures for the amount by which Benefit and

Injuries & Damages costs loaded to capital exceed the true share of those
costs tor capital projects

39.1911 026.7191 065910

154.281136961 (17.320)

$1202.871 $1181.000 $ 21.871

Subtotal Projects _+ $2M (Direct Only)

Other projects Below i $2M (including Loads)

Total Capital Expenditures (including Property Tax)

5/20/2019 3:15 PM
A C 00E*°e'APSA§>°0§



Attachment 5-2

ARIZONA PUBLIC SERVICE COMPANY
COMPUTATION OF INCREASE IN GROSS REVENUE REQUIREMENTS

ACC JURISDICTION
YEAR ENDED DECEMBER 31, 2018

(Thousands of Dollars)

Descriotion
Line
No.

Electric
Original Cost

1. $

2.

7,566,766 (a)

592,780 (b)

Rate Base (avg)

Operating Income

Current Rate of Return 7.83%3 .

4. 513,783

6.79%5 .

5 .

7.

Required Operating Income

Required Rate of Return

Operating Income (Surplus) / Deficiency

Gross Revenue Conversion Factor

(78,997)

1.3288 (C)

8 . $ (104,971)Increase (Decrease) in Base Revenue Requirements Estimate

Supporting Schedules:
( a )  B 1
(b) C-1, page 2 of 2
(c ) C-3

Acc000201



Attachment 5 2

ARIZONA PUBLIC SERVICE COMPANY
SUMMARY OF ORIGINAL COST RATE BASE ELEMENTS

TOTAL COMPANY AND ACC JURISDICTION
AVERAGE BASED ON YEARS ENDED DECEMBER 31 2018 AND DECEMBER 31 2017

(Thousands of Dollars)

Original Cost
ACCTotal Company

Descri son
Line
No.

Line
No.

Year Ended
12/31/2018

(A)

Averaqe

(C)

Year Ended
12/31/2017

(B)

Year Ended
12/31/2018

(A)

Avers e
(C)

Year Ended
12131 /2017

(B)

$$ $  16076416
6.1 13.424
9 962 992

s  15515124
5978399
9 635 725

1 .
2.
3.

1 .
2.
3.

$  18489124
5838877

11.650247

$ 165377707
6.248.448

10289259

19,581 512
7.147.795

12433.717

19035318
6.993.336

12041 .982

Gross utility plant in service
Less: Accumulated depreciation & amortization
Net utility plant in service

4.
5.
s .
7.
8.
9.
10.
11.
12.
13.

4.
5.
6.
7.
8.
9.
10.
11.
12.
13.

1421 .307
202.077
94828
76.146

304244
695488

19.150
213273
35.845

1 982748

1 38s64s
204650

86.084
64783

247306
667701

23.570
214788

36687
2.016316

1 458971
199.503
103571

87.508
361182
723.275
14749

211 7s7
35002

1 949179

1 769.414
202.990
125575
76145

329.914
698.632
20.152

214308
42.869

2265286

1 ,722526
205575
113996
64783

288171
670.719

24790
215830
43.876

2303638

1 816303
200405
137 153

87509
391 656
726545

15513
212785
41 ae1

2225934

Deductions:
Deterred income taxes
Deferred investment tax credits (a)
Customer advances (a)
Customer deposits
Liabilities for pension benefits
Liability for asset retirements (a)
Other deterred credits
Coal mine reclamation (a)
Unrecognized tax benefits (a)
Regulatory liabilities

14.14. Total deductions 5.856.664 4.945.5285 144.697 5045.1165.745.2865.633.904

15.
16.
17.
18.
19.
20.

15.
16.
17.
18.
19.
20.

1284326
127.057
851 134
236101
43212

335.502

1 .189260
123574
861 067
133230
154.176
334.218

1 010759
106550
867081

30221
243512
308064

1.098.576
109.640
857192
182.630
141.600
309252

1094.194
120092
871000

30358
265139
332.933

1 186393
112729
847303
235038
39687

310.440

Additions:
Regulatory assets
Other deferred debits
Nuclear Decommissioning trust (a)
Other special use funds (a)
Assets for other postretirement benefits (a)
Allowance for working capital (b)

Total additions 21.21. 2.795.525 2566.187 26488902877332 2731 .590

22.22 Total rate base 9092221 $ 7 5 6 6 7 6 6$ s 7 2 5 7 3 8 4$ 7 8 7 6 1 5 2$

2 7 1 3 . 7 1 6

9 4 5 4 3 8 5 $ 8 7 3 0 0 5 9

Supoortinq Schedules:

S o u r c e s:

(A) Obta ined from  PreFi led StaH 1.1
(B) Obtained from supplemental Staff 3.6

W o r k p a p e r  B 1

EXCelAPSAR001 57
Page 2 of 5
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Attachment  52

ARIZONA PUBLIC SERVICE COMPANY
INCOME STATEMENT

TOTAL COMPANY
YEAR ENDED DECEMBER 31, 2018

(Thousands of Dollars)

Total Company

Line
M

Line
MDescription

Proforma
Adjustments

(B)

Year Ended
12/31/2018 la)

(A)

Year Ended
12/31 /2018

After Proforma
Adjustments

(C)

s$ $ 21,1161.
2.
3.
4.

1.
2.
3.
4.

Operating Revenues:
Revenues from Base Rates
Revenues from Surcharges
Other Electric Revenues

Total

3311 596
201913
192081

3,705590

3290480
201 913
192081

3684474 21,116

6100
(17,231)

15740

5.
5.
7.
8.
9.
10.

5.
6.
7.
8.
9.
10.

Operating expenses:
Fuel and purchased power
Operations and maintenance
Depreciation and amortization
Income taxes
Taxes other than income taxes
Total

1 ,094020
938,147
577444
152595
211 502

2973,708

1100,120
920,916
577,444
168335
211 502

2,978,3174609

11. 11.710766 16507 727273Operating income

12.
13.
14.
15.
16.

12.
13.
14.
15.
16.

Other income (deductions):
Income taxes
Allowance for equity funds used during construction
Other income
Other expense

Total

7,781
52319
26614

(21 004)
65710

7 7 8 1
5231 g
26614

(21 .004)
65710

17. 17.Income before interest deductions 16507776476 792983

Interest deductions (income):
Interest charges
Allowance for borrowed funds used during construction
Total

18.
19.
20.

18.
1.9.
20.

231391
(25180)
205211

231391
(25180)
206,211

21.Net income21. s $ 16507 586772$570265

SuDportinq Schedules: Recap Schedules:

Workpaper C1
ExCelAPSAR00159

Page 3 of 5
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Attachment  52

ARIZONA PUBLIC SERVICE COMPANY
INCOME STATEMENT
ACC JURISDICTION

YEAR ENDED DECEMBER 31, 2018
(Thousands of Dollars)

ACC Jurisdiction

Line
M

Line
M Description

Year Ended
12/31/2018 (al

(A)

Proforma
Adjustments

(B)

Year Ended
12/31 /2018

After Proforma
Adjustments

(C)

s$ $ 21,1161.
2.
3.
4.

Operating Revenues:
Revenues from Base Rates
Revenues from Surcharges
Other Electric Revenues

Total

1.
2.
3.
4.

3238229
201 835
161 893

3601 957

3,259345
201835
161893

3,623,07321,116

6100
(15,922)

14601

5.
5.
7.
8.
9.
10.

5.
6.
7.
8.
9.
10.

Operating expenses:
Fuel and purchased power
Operations and maintenance
Depreciation and amortization
Income taxes
Taxes other than income taxes
Total

1 ,089176
1 ,132,526

502838
128578
172396

3.025,514 4,779

1 095,276
1 ,116,604

502838
143179
172396

3030293

11. 11.576443 16337 592780Operating income

12.
13.
14.
15.
16.

12.
13.
14.
15.
16.

Other income (deductions):
Income taxes
Allowance for equity funds used during construction
Other income
Other expense

Total

17. 17.Income before interest deductions 16337576443 592,780

Interest deductions (income):
Interest charges
Allowance for borrowed funds used during construction
TotaI

18.
1.9.
20.

18.
19.
20.

21.21. Net income s 16387 592780$576443 $

Recap Schedules:SuDportinq Schedules:

Workpaper C1
ExCelAPSAR00159
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CONFIDENTIAL

Attachment 5-3

CONFIDENTIAL

PI1\\IACLE WEST
c A P I T A L c  0 R P 0 R A  T I 0 N

FINANCIAL PERFORMANCE REPORT

December 2018
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CONFIDENTIAL Attachment 5-3

ARIZONA PUBLIC SERVICE COMPANY
EFFECTIVE INCOME TAX RATE

YEAR-TO-DATE DECEMBER 31, 2018
(dollars in thousands)

Over (Under)
Prior YearActual Budget

Effective
Tax Rate

Effective
Tax Rate

Effective
Tax Rate

Income Tax
Exp Recon

Income Tax
Exp Recon

Income Tax
Exp Recon

$ $$ 734,572
24.75%

(72,390)
0.01 %

(58,399)
-0.04%

Income before income taxes
Statutory rate

0.04%0.01%24.75%181,807Income tax expense at statutory rate

-0.60% 0.21%1 .36%

(17,836)

(3,807)

493 -0.04%-1.13% 0.03%

(14,787)

(894)

905

-0.65% 0.65%-0.65%

On-going permanent items

Ongoing tax credits

Amortization of TCJA net excess deferred tax regulatory liability

-0.07%-0.09%-0.92%ITC Amortization

-0.05%

(4,743)

(27)

8-0.66% -0. 06%Palo Verde VIE noncontrolling interest

-0.13% 0.19%-0 . 08%

-0.57% -0.57% 0.19%

(9,990)

(8,288)

(4,743)

(6,742)

(4,825)

(919)

(4,171 )

28 12.44% -13.38%0.00%

Stock Compensation

Tax return true-up of permanent items

Federal Rate Change

1,552

(1,145)

(106,133)

9100.10%

(4,743)

(80)

(5)

(526)

(4,171 )

(100,398)

5170.36% 0.14%

14.42% 14.28%19.71% $

2,657

144814$ (130,557) $ (124353)

Changes in tax reserves (Affirmative Items and FIN48)

Income tax expense per I/S

-22b- Aewmmnm
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Attachment 5-4
Schedule 1

Arizona Public Service Company
Cost of Capital

Based on APS Average Capital Structure
For the Year Ended December 31, 2018

Line #

Elements of
Capital

Structure

Capital
Structure

[1] Cost of
Capital

[2]

Weighted Cost
of Capital

[3]

4.87%54.10%1 9.00%

2 45.90% 4.19% 1 .92%

6.79%100.00%3

Common Equity

LongTerm Debt

Total _
Computed using Pinnacle West Capital Corp. Form 10-K for FYE 12/31/18

Schedule 2, Overall Assessment
Response to Discovery, Staff 4.12 (ASPAR00371 )
Product of Column [1] and Column [2]
Sum of Lines 1 and 2

Reference:
Column [1]
Column [2]

Line 1
Line 2

Column [3]
Line 3

ACC000209



Attachment 5-4
Schedule 2

Arizona Public Service Company
Cost of Equity Summary

As of December 31, 2018

2016 ACC
Staff Resul tsCost of EquityApproach

4

5

7

6.3% to 6.5%

9.0% to 10.0%

8.6% to 9.2%

7.56%

7.19% to 9.19%

7.6% to 8.3%

Capital Asset Pricing Model

Bond Yield plus Risk Premium

Discounted Cash Flow

8.5% t o  9.0%Overal l  Assessmen t 9.35%

ACC000210



Attachment 5-4
Schedule 3

Arizona Public Service Company
Cost of Capital

Based Upon Peer Group Capital Structure
As of December 31, 2018

Line #

Elements of
Capital

Structure

Cost of
Capital

[2]

Weighted Cost
of Capital

[3]

Capital
Structure

[1]

1 9.00%52.97% 4.77%

2 4.19%47.03% 1 .97%

3

Common Equity

LongTerm Debt

Total 100.00% 6.74%_
Schedule 6, Line 9

Schedule 2, Overall Assessment
Response to Discovery, Staff 4.12 (ASPAR00371 )
Product of Column [1] and Column [2]
Sum of Lines 1 and 2

Reference:
Column [1]
Column [2]

Line 1
Line 2

Column [3]
Line 3

ACC000211



Attachment 5-4
Schedule 4

Arizona Public Service Company
Cost of Equity Estimate

Based on Capital Asset Pricing Model
As of December 31, 2018

Line
#

Risk Free
Interest

12/31 /16 [2

Equity
Risk

Premium [4]

Cost of
Equity

[5]Com any [1]
Beta

[3]

0.55
0.65
0.60
0.55
0.85
0.60

6.0%
5.0%
6.0%
6.0%
6.0%
5.0%

2.87%
2.87%
2.87%
2.87%
2.87%
2.87%

1
2
3
4
5
6
7

6.17%
6.77%
6.47%
6.17%
7.97%
6.47%
6.67%

Pinnacle West Corporation
Allete
Alliant Energy
IDACORP, Inc.
OGE Energy Corp.
Portland General

Peer  Grou Avera e _ _ _
8 Size Premium 0.89%

Cost of E uit9 7.56%

Reference:
Column [1] Selected Companies from Electric Utilities industry as identified by Value Line
Column [2] 20year Treasury Bond yield at December 31 2018 per the U.S. Treasury website

https://www.treasury.gov/resourcecenter/datachartcenter/interestrates/Pages/default.aspx
Column [3] Value Line Investment Surveys (January 25 2019 and December 14, 2018)
Column [4] Duff & Phelps, 2019 SBBI Yearbook 2

Large Company Stocks Total Return (11 .9%)
LESS RiskFree Rate of Return (Return on LongTerm Government Bonds (5.9%)

Column [5] Product of Column [3] and Column [4] plus Column [2]

Line 7 Average of Lines 16
Line 8 Duff & Phelps, 2017 Valuation Handbook Appendix 3.
Line 9 Sum of Lines 7 and 8

ACC000212



Attachment 5-4
Schedule 5

Arizona Public Service Company
Cost of Equity Estimate

Bond Yield Plus Risk Premium Approach
As of December 31, 2018

Peer Group
Av Ratios•Line # Desc r i  son

Pre Tax Cost of Debt1 4.19%

3% to 5%2

7.19% to 9.19%3

Equity Risk Premium

Cost of Equity Bui ld Up Approach

Reference :

Response to Discovery, Staff 4.12 (ASPAR00871 )

Scott Besiey and Eugene Brigham, Essentials of Managerial Finance: Fourteenth Edition (Mason:
Thomson Higher Eductation, 2008), p. 457.
Sum of Lines 1 and 2

Line 1

Line 2

Line 3

ACC000213



Attachment 5-4
Schedule 6

Arizona Public Service Company
Peer Group Capital Structure

Based on Book Value
As of December 31, 2018

Total
7

LongTer m
Debt 6Line #

Common
Shareholders'

E uit 2

Preferred
Stock

Book Value 3

% LT
Debt
10Com an 1

% Preferred
Stock

g

°/0 Stockholders
Equity

8

200,000,000

5,138,232000
1 ,486,000,000
5,502,800,000
1 ,834788000
3, 146900000
2,478,000,000

10,361 147000
3,641 ,800,000

10,288,500000
4, 205148000
7,152,000,000
4,984,000000

5,222,915,000
2,155,800,000
4,585,700,000
2370360000
4,005,100,000
2,506,000,000

0.00%
0.00%
1 .94%
0.00%
0.00%
0.00%
0.32%

•I

1
2
3
4
5
6
7
8

Pinnacle West Corporation
Allele
Alliant Energy
IDACORP inc.
OGE Energy Corp.
Portland General

Peer Group Average
Allocate referred stock to debt and e ui t com orients of ca i tal  structure 5050 s /i t

49.59%
40.80%
53.48%
43.63%
44.00%
49.72%
46.87%
0. 16%0.32%

50.41 %
59.20%
44.57%
56.37%
56.00%
50.28%
52.81 %
0. 16%

52.97% 47.03%9 0.00%Peer Group Average (debt and equity  only)

Reference:
Column [1 ]
Column [2]
Column [3]
Column [4]
Columns [5]
Column [7]
Column [8]
Column [9]
Column [10]

Selected Companies from Electric Utilities industry as identified by Value Line
Respective 2018 Annual Reports to Shareholders on Form 10-Ks
Obtained from Yahoo Finance website
Column [2] X Column [3]
and [6] Respective 2018 Annual Reports to Shareholders on Form 10Ks, where applicable
Column [4] + Column [5] + Column [6]
Column [4] / Column [7]
Column [5] / Column [7] \
Column [6] / Column [7]

Line 7 Average of Lines 16
Line 8 Allocation of preferred stock percentage equally to debt and equity
Line 9 Line 7 + Line 8

ACC000214



Attachment 5-4
Schedule 7

Arizona Public Service Company
Representative Peer Group

Cost of Equity Estimate
Based on Discounted Cash Flow Model

As of December 31, 2018

Line
# Company [1]

Historical
Growth

Rate
(10 Yr) [4]

Average
Growth [6]

Dividend
Yield [2]

Forecast
EPS

Growth
Estimate [5]

Sustainable
Growth

Estimate [3]

DCF Cost of E uit
Based on Based on
Average Forecast EPS
Growth Growth
Rate [7] Rate [8]

I

1
2
3
4
5
6
7

6.0%
3.5%
6.5%
4.5%
6.0%
4.0%
5.1 %

3.8%
3.2%
3.7%
4.0%
3.3%
3.4%
3.6%

8.2%
5.6%
8.0%
8.0%
8.3%
7.2%
7.6%

9.6%
6.4%
9.4%
7.2%
9.7%
7.4%
8.3%

3.6%
2.9%
2.9%
2.7%
3.7%
3.4%
3.2%

4.6%
2.7%
5.1 %
5.3%
4.6%
3.8%
4.4%

4.0%
1 .5%
5.0%
7.5%
4.5%
4.0%
4.4%

Pinnacle West Corporation
Allete
Alliant Energy
IDACORP, Inc.
OGE Energy Corp.
Portland General

Peer Grou Avera e

Column [1] Selected Companies from Electric Utilities industry as identified by Value Line
Column [2] Value Line Investment Surveys (January 25, 2019 and December 14, 2018)
Column [3] Schedule 8 (Column 6)
Column [4] Value Line Investment Surveys (January 25, 2019 and December 14, 2018)
Column [5] Value Line Investment Surveys (January 25, 2019 and December 14, 2018)
Column [6] Average of Columns [3] through [5]
Column [7] Column [2] + Column [6]
Column [8] Column [2] + Column [5]

Line 7 1 Average of Lines 16

ACC000215



Attachment 5-4
Schedule 8

Arizona Public Service Company
Representative Peer Group

Estimate of Sustainable Growth

Line
#

Return on
Shareholders'

Equity [3]
Dividend

[2]

Retention
Rate
[5]Company [1]

Book
Value

[4]

Estimate of
Sustainable
Growth [6]

3.60
2.70
1 .66
3.05
1 .85
1 .80

2.44

1 Pinnacle West Corporation
2 Allete
3 Alliant Energy
4 IDACORP, Inc.
5 OGE Energy Corp.
6 Portland General

7 Peer Grou Avera e

10.5%
9.0%

10.5%
9.5%

1 1 .5%
9.0%

10.0%

53.75
46.75
24.30
55.25
22.75
32.00

39.13

0.36
0.36
0.35
0.42
0.29
0.38

0.36

3.8%
3.2%
3.7%
4.0%
3.3%
3.4%

3.6%

Column [1] Selected Companies from Electric Utilities industry as identified by Value Line
Columns [2] - [4]: based on the 2021-2023 Value Line forecast
Column [5]: 1 - (Column [2] / (Column [3] x Column [4]))
Column [6]: Column [3] X Column [5]

Line 7: Average of Lines 1-6

ACC000216



Attachment 5-4
Schedule 9
Page 1 of 2

Arizona Public Service Company
Representative Peer Group

Growth Analysis
Five and Ten Year Historical Periods

10 Years 5 Years

Ear fin SCom an Dividends
Book
Value Cash Flow Ear f in sCash Flow

Line
# Dividends

Book
Value

1
2
3
4
5
6

7

2.0%
6.0%
4.0%
5.5%
7.5%
3.0%
4.7%

4.0%
1.5%
5.0%
7.5%
4.5%
4.0%
4.4%

1 .5%
5.0%
3.5%
5.5%
4.0%
1 .5%
3.5%

5.0%
7.5%
6.5%
4.0%
0.5%
3.0%
4.3%

5.0%
5.5%
6.5%
4.5%
1 .0%
3.5%
4.3%

2.5%
3.0%
6.5%

10.5%
8.5%
3.5%
5.8%

4.0%
6.0%
4.5%
5.5%
6.5%
3.5%
5.0%

Pinnacle West Corporation
Allele
Alliant Energy
IDACORP Inc.
OGE Energy Corp.
Portland General
Peer Grou Avera e

2.5%
3.5%
7.5%
5.5%
5.5%
9.0%
5.6%

Line 7 Average of Lines 16

Source: Value Line Investment Surveys (January 25 2019 and December 14 2018)
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Attachment 5-4
Schedule 9
Page 2 of 2

Arizona Public Service Company
Representative Peer Group

Forecast Growth Rates

Forecast Growth Per Share

Line
#

Book
Value

[D]Company

Growth
Average

[E]
Cash Flow

iA
Earnings

[B]

Dividends

[C]

1
2
3
4
5
6
7

Pinnacle West Corporation
Allete
Alliant Energy
IDACORP Inc.
OGE Energy Corp.
Portland General

Peer Grou Avera e

5.0%
3.0%
7.0%
4.5%
6.5%
6.0%
5.3%

6.0%
3.5%
6.5%
4.5%
6.0%
4.0%
5.1 %

6. 0%
4.5%
6. 0%
6.5%
8. 0%
6. 0%
6.2%

4.0%
3.5%
5.0%
4.5%
4.0%
3.5%
4.1 %

5.3%
3.6%
6.1%
5.0%
6.1%
4.9%
5.2%

Source: Value Line Investment Surveys (January 25, 2019 and December 14, 2018)

Column [E]: Average of Columns [A] through [D]

Line 7: Average of Lines 16
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Draft- For Discussion Purposes Only

1. INTRODUCTION AND OVERVIEW

Background and Project  Scope

On February 25, 2019, Overland submitted a proposal to perform consulting services in response to an

RFP issued by the Arizona Corporation Commission on February 11, 2019. The project scope was largely

driven by a letter issued by Commissioners Dunn and Burns dated December 24, 2018 requesting a

review of current rates based upon 2018 results and the effectiveness of the APS customer education

and outreach program. Overland was selected to perform this review and authorized to commence

work on , 2019.

Limi tat i on s on  th e Over lan d Rev iew  & i n format ion  Rel i ed Upon

The original timeline assumed the submission of our draft report in mid-April with a report filing on May

3, 2019. Given the limited time period from the date we were authorized to perform our review, we

were ultimately granted a 30-day extension to permit the release and review of discovery necessary to

perform the technical analysis required by the scope of work.

in addition to the pre-filed schedules and workpapers, Staff issued nine rounds of discovery that

contained 150 requests. APS provided responses to all requests made in a timely manner. Aside from

written discovery, Overland and Staff members were able to meet with APS subject matter experts at

APS corporate offices to discuss the material produced. On occasion, Overland conducted telephone

conference calls to further address and clarify the materials relied upon in our review.

information relied upon in the conduct of our review generally included the following materials:

APS responses to Staff discovery requests

Acc Decisions and Orders

APS "Standard Filing Requirements" format of information generally included in rate case filings

Information from publicly available sources

All material relied upon in this report is referenced to its specific sources of information.

An important element of the report review process is to provide a draft for review and comment to

Staff, with a subsequent review by the utility. The utility review is restricted to identification of any

material errors or omissions that may exist, and to identify material it deems to be confidential.

However, in this instance, APS was not provided a copy of a draft of this report for these purposes.

1 1© 2019 OVERLAND CONSULTING
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Draft- For Discussion Purposes Only

Summary of Relevant Proceedings

2016 APS Rate Application and ACC Rate Order

On June 1, 2016, APS filed an application to increase base rates by $165.9 million. A Settlement

Agreement was filed on March 27, 2017. Aside from the rate increase itself, the SA made significant

changes to the thenexisting rate plans. The Decision included the following determinationszl

The fair value jurisdictional rate base for the test year ended December 31, 2015 was $10.0

billion.

Adjusted test year revenue was $2.89 billion.

The equity ratio relied upon in setting rates was 55.8%.

The cost of equity was 10.0% and the embedded cost of debt was 5.13%.

Authorized base rates were increased $362.58 million. This included $148.25 million in non-fuel

base rates, a decrease of $53.63 million of associated with fuel, and a transfer of cost recovery

from adjustor mechanisms to base rates of $267.95 million.2

The average bill impact for residential customers was 4.54 percent, and 1.93 percent for general

service customers.

The following table further provides a detail of the APS total base rate increase approved in Decision No.

76295.3

1 Decision No. 76295, p.103104.
2 The Settlement Agreement, at page 8 of 32, summarized the agreed upon changes in rates as follows: APS shall

receive a $87.25 million nonfuel, nondepreciation revenue requirement increase. When the reduction for base fuel of $53.63
million and the increase for depreciation of $61.0 million is taken into account, the result is a net base rate increase of $94.624
million, exclusive of the adjustor transfer.

a Response to Discovery, Staff 6.1.

1 2© 2019 OVERLANO CONSULTING
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Draft- For Discussion Purposes Only

T ab le  11 . . Summary of APS Rate Increase, 2016 Rate Case

Amount

(in millions)Component

81250
61000
148.250

(53.626)

94.624
261953
362577

Non-Fuel, Non-Depreciation Increase

Depreciation Expense Increase

Non-Fuel Base Rate Increase

Base Fuel Rate Decrease

Net Base Rate Increase Before Adjustors

Transfer from Adjustor Mechanisms

Total Base Rate Increase

$

s

s
s

s

S

s

The 4.54% is the residential portion related to the

$94624 million net base rate increase before adjustors,

which does reflect the change in depreciation

expenses, but not the transfer of adjustor revenue into

base rates.

The Commission's Order provided for revised rates to be effective August 19, 2017. The Order further

provided for a transition period for customers to be notified about rate design changes to be put into

effect under a Customer Education and Outreach Program ("CEOP") through May 1, 2018. Customer

elections were subject to a 90-day trial period."

Summary of Current Rate Approvals

The following table reflects the results of the APS rate filings supporting current rates at FERC and the

Acc?

Table 12 - Current Regulatory Rate Approvals

ACC FERC_
Rate Effective Date

Test Year Ended

Rate Base

8/19/2017

12/31/2015*

$6.8B

55.896

6/1/2017

12/31/2016

$1.4B

Equity Layer 55%

Allowed ROE 10.0% 10.75%

* Adjusted to include post test-year plant in service through 12/31/16

4 Id., p 107-109.
s Response to Discovery, Staff 4.14; Rating Agency Summary, p.17. (Confidential)

© 2019 OVERLANO CONSULTING 1 3
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Draft- For Discussion Purposes Only

2018 Results of Operations

The Pinnacle West 2018 Net Income was $511.0 million, which was $18.6 million better than budget and

$22.6 million higher than 2017 results. APS Net Income for 2018 was $570.3 million, which was $58.2

million better than budget and $66.0 million higher than 2017 results.'

The primary factors contributing to actual net income versus the APS 2018 budget include:

$512.1APS budgeted net income

( 42.9)
( 223)
(15.5)
(10.5)
35.3
16.6
12.1
6.7
6.6

( 18.9)
(4.4)
10.1
5.1

14.9
26.7

.

.

.

.

.

.

.

.

.

.

.

.

•

.

.

.

Tax Reform $(143.3) refunds lessS(100.4) reduced taxes - net

Lower customer growth, higher DE & EE

Weather - net

Lost fixed-cost recovery

Realized retail prices - net

TCA surcharge

DSM Surcharges

Rate case related rate design changes - net

RES surcharges

RES and DSM regulatory programs

Incentive Comp

Depreciation & Amorti2ation

Lower interest expense on senior notes

AFUDC:

Pension & OPEB non-service credits

Income taxes $17.8 lower taxable income, $7.7 permanent tax items;

$4.7 ADIT.

Other -net

30. 2

8. 4

APS actual  net incom e $570.3

Credit Ratings

The Pinnacle West and APS Corporate Credit ratings issued by Moody's, Standard and Poors, and Fitch

are as follows:

6 Response to Discovery, Staff 2.11A; Performance Report. (Confidential) (This is all public info)
7 Pinnacle West Form 10-K for the Year Ended December 31, 2018, p. 76.
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Table 1-3 - APSCredit Ratings Summary

Standard & PoorsMoody's
Pinnacle West
Corporate Credit Rating
Senior Unsecured
Commercial Paper
Outlook

A-
A-

F2
Stable

A-

BBB+
A-2

Stable

A3
A3
P-2

Stable

APS

A2
A2
p- 1

Stable

A-

A
F2

Stable

Corporate Credit Rating
Senior Unsecured
Commercial Paper
Outlook

A-
A-

A-2
Stable

The current credit ratings for APS by Moody's and S&P are similar, A2/Stable and A/Stable, respectively.
For Moody's, the APS rating is based upon a credit supportive regulatory environment, good customer
and load growth versus the national average, and effective cost controls. These factors support an
expectation that APS will earn "...close to its authorized ROE and drives its solid financial metrics."8 APS
is committed to maintaining its current credit ratings, which contribute to lower debt costs and support
reliable access to debt capitaI.9 This commitment, however, is not formalized in any specific targets or
initiatives. In any event, Overland concurs with the general premise that strong credit ratings are
beneficial, particularly in a period of major commitments to capex projects.

The S&P rating rationale, while generally consistent with the Moody's assessment, is somewhat more
cautious. In May 2018, S&P reduced its Pinnacle and APS ratings from A-/Positive to A-/Stable. The
current rating generally reflects: a significant capital spending program; the impact of tax reform; and
rising distributed generation in the APS service area.

Adequacy of  Cu rren t  Rates

The 2018 actual return on average equity was 10.45%, which is somewhat in excess of the Acc
authorized return on equity of 10.0%. The APS year-end equity was $5.7 billion.10 The excess revenue
over the authorized ROE was approximately $34.1 miIlion.11 The Acc jurisdictional amount of this
excess is approximately $28.4 million." $6.7 million of this excess earnings is associated with higher
than expected revenues due to rate design changes made in the 2016 rate case.

83.31%.

s Moody's Investor Service, May 16, 2018, p. 1.
9 Response to Discovery, Staff 2.8.
10 2018 10-k. (Calculated)
11 $5.7 billion X 0.45% X 13288.
1z APS Filing Exhibits, Workpaper B1. Rate Base percentage =
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Organization of Material Contained in Report

Introduction and Overview

Customer Outreach Program

Billing Determinants & Bill Comparisons

Adjustor Mechanisms

Rate Review

Chapter 1

Chapter 2

Chapter 3

Chapter 4

Chapter 5
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2. CUSTOMER EDUCATION AND OUTREACH

The APS Customer Education and Outreach Program (CEOP) was implemented in 2016 to inform and

educate customers about rate changes and new rate plans. Important objectives included educating

customers to help them understanding new rate plan options, encouraging customers to modify their

energy usage in order to save money, and helping customers choose the rate plan most appropriate for

them, given their individual circumstances.

Our review of the CEOP included the following steps:

. We reviewed the CEOP's methods, procedures, customer reach and the understandability of

information provided.

We reviewed the effectiveness of the CEOP in meeting the objective of providing customers

with complete and accurate information about the rate and rate plan changes in the settlement

agreement approved in Acc Decision 76295, including the information needed to make

appropriate choices among available rate plans. The effect of the changes could vary based on

individual customer circumstances.

We reviewed the CEOP expenditures authorized by the approved settlement agreement. We

examined the expenditures to determine whether they were directly associated with the CEOP,

whether they were reasonable given CEOP objectives, and whether they were incremental

expenditures that would not have been made absent the CEOP.

Findings

CEOP Methods, Procedures and Customer Reach

1. Most of the information communicated to customers in APS's CEOP was appropriate and

understandable. Some of the most important information was conveyed in personalized letters

describing new rate plans, including the plans "most like" customers' existing plans, and the

plans likely to be "most economical" given customers' recent historical usage.

2. The scope of the CEOP was adequate to reach APS's entire residential customer base. The most

important information concerning rates and rate plan changes was communicated through bill

inserts or direct mail (e.g. personalized letters describing new rate plans) mailed or emailed to

all customers. For Spanish-speaking customers, APS provided direct communications in Spanish

for customers who selected Spanish as their language for billing. Limited exceptions to

complete customer reach for all CEOP messaging included:

. APS did not send email notices of rate changes to customers for whom it did not have email

addresses (approximately 45% of its residential customer base).
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Radio and billboard advertising related to the CEOP was confined to the Phoenix metro area.

. APS does not utilize languages other than English and Spanish in its formal customer

communications. However, the company maintains a list of employees who can act as

translators in the event communication with non-English, non-Spanish speaking customers

is needed.

3. As part of the CEOP, APS created several tools to assist customers in selecting new rate plans

and managing their electricity usage. The most important of these was a rate comparison tool

which enabled customers to compare projected annual costs under their existing legacy rate

plans and among available new rate plans. It remains available currently to assist customers in

selecting among available rate plans. Overland believes that the customer dissatisfaction caused

by the rate increase and the transition to new rate plans would have been worse had the rate

comparison tool not been available.

CEOP Effectiveness - Non-Solar Customers

4. APS's semi-annual Brand Alignment Tracking studies (BATs) show that customer satisfaction

began to deteriorate from at least autumn 2015, before APS filed its rate case. The percentage

of customers judging APS's rates to be "very or somewhat reasonable" declined from 67%

[CONFIDENTIAL] in spring 2015 to 41% [CONFIDENTIAL] in autumn 2018. Over the same period

the percentage of customers agreeing that APS "offers useful suggestions to keep bills low"

declined by a similar amount. The percentage of customers agreeing that APS "communicate[s]

changes that affect customers" declined from 81% to 63% [CONFIDENTIAL]. The percentage of

customers rating APS as good or very good in "offering rate plans that allow customers to

control their bills by managing their usage" declined from 76% in spring 2016 (when the

question was introduced) to 59% in autumn 2018.

5. APS measured CEOP effectiveness internally with selected BAT customer satisfaction measures

discussed in the previous finding, a "substantiated" customer complaint metric and the number

of customers placed into new rate plans by May 1, 2018. However, the number of

"substantiated" rate case complaints (zero for the year 2018), and the number of customers

moved to new rate plans by May 1, 2018 (all but about 2,000 customers), do not represent

reasonable measures of CEOP effectiveness. Notably lacking from APS's internal effectiveness

metrics were:

• A measurement of the CEOP's success in placing customers into new rate plans (e.g.

time of use plans, demand plans) in proportions that matched the rate class projections

APS used in the rate case.

Changes in customer complaint rates, including both "rate case" and total complaints.

Although customer complaints is a lag measure (complaints generally rise after
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mistakes are made), monitoring complaint rates and the number of complaints

regularly could have provided information for ongoing management and corrective

action, and might have provided a basis for improving CEOP messaging.

6. An analysis of a sample of 2018 customer complaints classified by APS as "rate case" related

shows the following:

.

•

.

•

Some customers believed that the 4.5% / $6 per month average rate increase

advertised by APS in 2017 significantly understated the actual increase and amounted

to misinformation.

Some customers felt that the that the rate plan transition that occurred in spring 2018,

following the rate increase under legacy rate plans in 2017, amounted to a second

increase in their utility rates.

Some customers seemed to be more upset with being moved to new, sometimes

differently structured rate plans, and rate plans with different peak hours, than they

were with the 2017 rate increase.

Some customers moved to new rate plans experienced or perceived the rate plans as

causing significant increases in their bills.

Some customers were unhappy with being placed on rate plans with a demand

component.

7. Notwithstanding that information provided to customers through the CEOP appeared to be

accurate and appropriate, the information provided by APS in its rate increase notices and

personalized letters failed to convey certain important details, including the following:

. The "average customer" rate increase percentage and bill impact (4.5% increase, $6 per bill)

disclosed in customer notices and press releases failed to adequately convey that the impact

of the settlement agreement on individual customers could vary widely and over time,

depending on customer-specific circumstances and changes in other customer bill

components such as adjustors, taxes and fees, that were not included in the average

percentage or bill increase disclosed in the notice.

. The rate plan transition letters sent in the first few months of 2018 also failed to adequately

convey that customers could experience additional increases in their bill (in addition to

those that occurred when rates were increased in 2017), depending on customer-specific

circumstances, which included the specific rate plans customers were on before and after

the transition and the customer's willingness and ability to make changes in energy usage

incentivized by the new plans, such as shifting usage to accommodate new on-peak hours

and demand charges.
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CEOP Effectiveness - Solar Customers

8. APS's CEOP messaging did not inform solar customers or applicants of the August 31, 2017

deadline for changing their legacy rate plans or the potential advantages of doing so.

9. Solar customer complaints show that existing customers and applicants were sometimes

unaware of the potential advantages and disadvantages of different legacy rate plans under net

metering because they believed that nothing was required of them to take full advantage of the

net metering rules.

10. APS's rate comparison tool did not incorporate legacy rate plans or retail net metering, which,

had it been available before the August 31, 2017 deadline, would have permitted solar

customers to assess the benefits of different rate plans under net metering.

11. Although August 31, 2017 was the stated deadline for solar customers and applicants to change

their legacy rate plan, there are examples in which APS made exceptions, allowing customers to

change plans after the deadline. lt is not clear that there were valid reasons for these

exceptions, raising the possibility that there were no uniformly applied rules that determined

whether solar customers were permitted to change legacy rate plans after August 31, 2017.

CEOP Expenditures

12. APS charged $4.85 million to CEOP project orders (against its $5 million expense authorization)

between September, 2017 and February, 2019. Of this, $4.28 million (88%) was for outside

(vendor) materials and services, $474,000 (10%) was primarily internally-incurred print shop

costs and $94,000 (2%) was payroll associated with contract and full time APS employees who

charged time to CEOP projects.

13. Overall, the expenses charged to CEOP project orders between September, 2017 and February,

2019 appear to have been reasonable, directly related to CEOP activities, and incremental to the

CEOP effort.

14. Overland reviewed the expenses associated with the three largest CEOP vendors, accounting for

62% of total CEOP vendor costs, and found that all three vendors provided services directly

applicable to CEOP efforts. Evidence indicates that the costs were properly incurred and were

incremental to the CEOP.

15. Payroll expenses charged to CEOP project orders account for only $94,000 (2%) of the total

amount charged against the $5 million authorization through February, 2019. These costs were

incurred to hire contract employees who worked specifically on the CEOP effort, and included

costs from 12 full-time APS employees who charged CEOP project orders. Because it includes
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expenses associated with regular APS employees, some percentage of the $94,000 in payroll

expense appears to be non-incremental expense that should have been recoverable through

base rates. However, even if regular employee expenses constituted the entire $94,000, we

would judge it to be immaterial relative to the $5 million authorization.

16. Internal cost allocations and transfers charged to CEOP project orders consisted almost entirely

of internally incurred print shop costs totaling $472,000. Supporting detail showed the expenses

consisted primarily of printing materials and supplies associated with direct mail sent to

customers concerning transition to new plans.

Recommendation

APS should provide grandfathered, net metered solar customers with legacy demand rates (ECT-1R EPR

and ECT2 EPR) an additional opportunity to switch to a rate that enables them to fully benefit from net

metering (E-12, ET-1 or ET-2). Nearly 3,500 solar customers with net metering remained on legacy

demand rates at the end of 2018. "Rate case" complaints recorded by APS in 2018 strongly suggest that

many or most of them were applicants for net metered solar in 2017 who were locked into demand-

based rate plans because they were uneducated about the impact of their rate plan when combined

with net metering or were unaware of the narrow window of opportunity to switch when they applied

for solar under the grandfathering rules. Rate plans with a demand component are usually

disadvantageous compared with alternatives for solar customers with net metering. APS should provide

notice to these customers and call them, if necessary, to ensure they are made aware of the opportunity

to switch to a more advantageous legacy rate plan. In addition, APS should provide educational

materials informing these customers about the advantages and disadvantages of each legacy rate plan

that can be paired with solar net metering. The window of opportunity to switch plans should remain

open for a reasonable time (e.g., the remainder of 2019) to ensure that all remaining demand rate solar

customers have either transferred to another legacy plan or positively confirmed for APS that they wish

to remain on their existing demand rate.

CEOP Methods, Procedures, Customer Reach and Understandability

We performed a high-level examination of the methods and procedures used by APS to communicate

with customers, the customers the communications reached, and the understandability of information.

Communication Methods, Content and Understandability

APS employed both mass and personalized communications in the CEOP. Mass communications

included traditional advertising on radio, newspaper and billboards, and digital advertising through

social media. APS also utilized email, bill notices and inserts, recorded messages in the IVR system,

website postings and utility newsletters. The CEOP used personalized communications, primarily in the

form of emails and letters sent with information tailored to individual customers based on their rate

plans and energy usage history. We believe the methods APS employed took advantage of most of the
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available forms and means of communication, and were appropriate given the CEOP's objectives. The

following table summarizes important components of CEOP communication.

Table 21 - Summary of APSCEOP

Summary of APS CEOP Customer Communications, 2016-2018

Mass or Personal DetailsForm of Communication

APS Newsletters

25 articles in APS newsletters highlighting the Shift, Stagger,

Save message, and providing energy saving information and

information about new service plans.

APS Website Mass

Information on new service plans, plan comparison tools, a plan

change portal, plan transition information page, demand / peak

hour usage page, savings tips page, and a bill changes page

Website also includes videos providing energy savings info.

APS IVR
Mass and

Personalized

On-hold messages describing service plans, and an option to

permit customer seledion and confirmation of service plans.

MassAPS Bills
19 bill inserts in 2017 and 2018 with energy saving and

educational information.

Personalized
Personalized Direct Mail

Letters

Email Mass

Specialized interest letters addressing the needs of select

customer groups and best rate letters information customers of

the most similar and best savings options plans based on their

usage profiles.

13 million "transactional" and "marketing" emails were sent

covering new service plans, and energy saving information.

Social Media

MassOther Mass Media

Welcome Kits Personalized

Twitter (32,000 impressions) and Face book campaigns (46,000

customers reached) provided service-plan savings information.

Radio, outdoor billboard, print and digital advertising covering

new service plans. APS estimates this created 161 million

impressions.

Mailed between February and April, 2018 to 958,000 customers

who switched or were transitioned by APS to a new service

plan.

We reviewed the content of CEOP communications. The overall message used to unify all

communications was "Shift, Stagger, Save." Given the changes in rate structure imposed by the

approved settlement; in particular, the elimination of the standard block rate for most large residential

users and the shifting of customers to rates with time of use and demand components, we believe this

was an appropriate message. However, implicitly, the message for some customers would have more
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appropriately been "shift and stagger your energy usage or you may experience substantial increases in

your electric bill." in addition, the third "S" - save - was misleading in the sense that it could be

interpreted to mean that by selecting a new rate plan, particularly one beginning with the words "Saver

Choice," customers could expect to reduce their bills below what they paid under their existing rate

plans prior to the rate increase; something that appears to have been true only for a limited minority of

customers.

Communications content appeared generally appropriate and understandable. The most important

information provided under the CEOP included personalized information explaining the new rate plans

that were "most similar" to the customer's existing rate plans and "most economical" given the

customer's historical usage. Two notable exceptions to our general conclusion were the following:

. The statistic that the typical residential bill would increase by 4.5%, or about $6 per month, was

published in a notice sent to customers and in press releases without being placed into context.

Absent proper context, which was not included, this statistic was misleading.

. The message to grandfathered solar customers that "no action was required on their part" was

interpreted to mean that the legacy rate plans solar customers were already on did not need to

be reviewed and nothing needed to be done. This turned out to be problematic, in particular for

grandfathered solar applicants, who found after their solar installations were up and running,

their existing legacy rate plans were not beneficial and could not be changed without forfeiting

net metering privileges.

As discussed in additional detail below, the misunderstanding created by this information, as well as

information that was not provided but needed to provide context, was the cause of some of the

complaints that customers registered with the ACC in 2018, including nearly all of the complaints from

solar customers.

We also found that CEOP messaging was generally appropriate in terms of customer reach. Specifically,

. APS's notice of intent to increase rates and change its rate design was appropriately published in

newspapers with reach covering the Company's entire service territory.

APS's notice of the change in rates was included on bills sent to all customers.

Information on APS.com, the company's website, was available to all customers with internet

access.

Bill inserts, bill messages and utility newsletters were made available to all customers in paper

form or on-line, depending on selections made by customers.

Personalized letters notifying customers of rate plan changes and providing information on the

new rate plans were sent to all customers.
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In terms of language accessibility, APS stated that it provides "direct communications [in

Spanish] to the customer who have selected Spanish for their bills, bill messages and direct

mailings, and a dedicated phone line."

Limited exceptions in which the messaging did not necessarily reach every APS customer included the

following:

.

.

.

While print and digital advertising ran throughout Arizona, radio ads and billboard ads were

limited to the Phoenix metro area. APS stated this is "the most cost-effective way to reach the

largest amount of customers."1

APS stated that "due to the low percentage of customers preferring Spanish-language

communications (approximately 3%), the following were and are provided only in English: (1)

emails, (2) aps.com transactional pages; (2) aps.com banner ads and popups; (4) lVR based

plan assistance; (5) special interest letters; (6) mass media campaigns; (7) notifications; (8)

[service] plan comparison tool, and peak demand calculator."2

APS did not have email addresses for approximately 45% of its residential customers in early

2018, and these customers did not receive emails regarding rate plan changes. 3

APS states it "can only send marketing emails (used to drive awareness of and participation in

customer programs) to customers who have agreed to receive email communications.""

APS does not utilize languages other than English and Spanish in its "formal customer

communications," however, the company maintains a "language bank" of employees who speak

foreign languages and have volunteered to act as translators when needed.5

Customer Tools

APS created several tools to assist customers in selecting new rate plans and managing their power

usage. These included:

Rate Comparison Tool - The rate comparison tool is one of the most important components of

the CEOP. Prior to plan transition it enabled comparison of a customer's annual costs among

their legacy plan and available new rate plans. The comparison tool served customers directly,

and has been used by APS customer service employees to assist in explaining various options to

customers. Overland was unable to gain direct access to test the tool, however, from the

information available in customer complaint files and screen shots sent in response to our

1 Response to Staff data request 7.6(c).
2 Response to Staff data request 7.6(a).
3 Response to Staff data request 7.6(c).
4 Response to Staff data request 7.6(c).
s Response to Staff data request 7.6(b).
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access data request, it appears to have been generally effective, albeit not without some

limitations.° It appears the comparison tool has evolved since it was first introduced in 2016.

Notification Alerts -To help manage electric usage and bills, customers can sign up to be alerted

when their usage (kwh), demand (KW) or estimated bill amounts reaches designated

thresholds. Only a small percentage of APS customers appear to have subscribed to this

service.7

Mobile Phone App - APS implemented a mobile phone application in mid-2016 to assist

customers in managing energy usage and paying bills. APS states that as of April 4, 2019, more

than 230,000 customers have downloaded the application and it has been used to complete

580,000 payment transactions. 8

CEOP Effect iveness

We evaluated the effectiveness of the CEOP in meeting the objectives of 1) informing customers of

changes in their rates and rate plans in connection with the rate case filed in 2016 and approved in

2017, and 2) assisting customers in selecting rate plans optimal for them offered under restructured

residential tariffs. We evaluated the program's effectiveness for solar and non-solar customers

separately. Our evaluation was informed by customer satisfaction metrics and customer complaints,

including specific "rate case" complaints logged by APS in 2018.

Customer Satisfaction

APS conducts semi-annual surveys, known as Brand Alignment Tracking studies (BATs), to gauge

customer satisfaction and perceptions on a variety of subjects. Among the items measured are

customer perceptions of the Company's reputation, service quality, rates, rate plans and the quality of

communication with customers. APS has experienced reductions in most satisfaction measures since at

least the fall of 2015. It is normal for utilities to experience a decline in customer satisfaction across

most measures after they announce or implement a rate increase. In APS's case, it is interesting to note

that the current trend of declining customer satisfaction began before the rate case was even filed. The

table and chart below summarize changes in customer rate perceptions from spring 2015 through fall

2018.

6 Key limitations include the tooTs reliance on historical energy usage; as such it does not consider behavioral changes
that affect energy use that may be necessary to take full advantage of a plan's savings, and the tool does not to date, have the
ability to model solar energy exported to APS under net metering (prior to September, 2017) or Resource Comparison Proxy
rules (after August, 2017). As such, it cannot properly model rate plan billing for solar customers.

7 Response to Staff data request 8.1.
8 Response to Staff data request 5.9.
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Table2-2- APS Brand Alignment Study Results Rate Perceptions Metric

metric

FALL

2017

SPRING

2018

APS Brand Alignment Study Results - Rate Perceptions M
SPRING FALL SPRING FALL SPRING

2015 2015 2 0 1 6 2016 2017

67% 64% 62% 52% 50%

14%

36%

FALL

2018

41%

10%

31%

45%

14%

31%

Rates somewhat or ver
y 60%

reasonable
Rates very reasonable 23% 20% 21% 15% 19%

Rates somewhat reasonable 44% 44% 41% 37% 41%

Source: Response to Staff data request 2.43, Attachment APSAR00284 [CONFIDENTIAL]

Chart 2-1 - Rates Somewhat or Very Reasonable

Rates somewhat or very reasonable
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2018

SPRING

2016

Similar declines can be seen with satisfaction metrics linked to CEOP effectiveness.
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Table 23- APS Brand Alignment Study Results- Sewice Plan, Utility

METRIC
SPRING

2018

FALL
2018

FALL
2017

APS Brand Alignment Study Results - Service Plan, Utility Bill and Customer Communication Metrics

Respondents Rating "Good" or "Very Good"
FALL SPRING FALL SPRING

2015 2016 2016 2017M
76% 76% 66% 72% 68% 58%60%81%

60%66% 44%57%63% 47% 55%68%

70% 59%72%76% 68%63%

81% 85% 76% 78% 69% 74% 63%

Offering different rate plan options

Offering useful suggestions to help keep
your bill as low as possible

Offering rate plans that allow you to
control your bill by managing your usage.

Communication Chan es that affect
a s 80%

customers
Source: Response to Staff data request 2.43 Attachment APSAR00284 [CONFIDENTIAL]

Chart 22- Customer Choice and Communications

Customer Choice and Communications
Pct. Rating APS 'Good' or 'Very Good'
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FALL
2016

Offering different rate plan options
Offering useful suggestions to help keep your bill as low as possible
Offering rate plans that allow you to control your bill by managing your usage.
Communicating changes that affect customers

Regardless of the metric, including something as unrelated to rates as outage restoration, residential

customer satisfaction levels are seemingly tethered to the size of the monthly check customers must to
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write to the utility. One of the important questions, which cannot be directly answered by our analysis,

is how much more customer satisfaction may have suffered after approval of the settlement agreement

if APS had conducted its customer outreach program; in particular, if APS had not helped prepare

customers for rate plan transition with a comparison tool and personalized letters with rate plan

information and recommendations.

Customer Complaints

Complaints to the ACC

The following table summarizes "informal" complaints filed with the ACC concerning APS from the

beginning of 2016 through April 19, 2019.

Table 2-4- " lnforma|"  APS Complaints filed with the ACC

" Informal"  APS Complaints Filed with the Arizona Corporation Commission

Period ComplaintsDescription

Post-Filing, PreRate Increase

Rate Increase (mid-August)

Rate Plan Transition

Post-Plan Transition

Annual Rate /

10,000 Cust.

3.84

7.32

10.48

8.74

5.21

422

805

379

645

171

Days

365

365

120

245

109

2016

2017

2018 through April

2018 May 1-Dec 31

2019 through April 19
Source; Arizona Corporation Commission, Consumer Services Division

In 2014 and 2015, prior to the submission of the rate filing, the ACC received three informal complaints

annually for every 10,000 ACC customers. This increased slightly in 2016 after the rate case was filed in

January, probably because of news about the case (note that customers had not yet experienced the

rate increase.) The complaint rate more than doubled after the rate increase was implemented in 2017,

and it stayed high as customers transitioned to new rate plans during the first four months of 2018. lt

remained high throughout 2018, which included the first full summer after both the rate increase and

plan transition. Complaints declined in the first four months of 2019 to approximately half their peak

level, but the complaint rate was still 73% higher than it had been before the rate case was filed. We

expect the complaint rate to increase again in 2019 as outdoor temperatures rise, and as customers

continue to receive bills under new rates structures.

Customer "Rate Case" Complaints

We reviewed an APS database of 2018 "rate case" complaints. We requested and analyzed detail for a

sample of 51 complaints (approximately 20% of the database).9 38 of the sampled complaints came

9 Response to Staff data request 5.13.
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from non-solar customers and 13 were from solar Cu$t0met$.10 This discussion concerns non-solar

complaints, which constituted 80% of the 257 complaints logged by APS in 2018 in the "rate case"

category. Solar complaints are discussed separately below.

The following table summarizes our complaint sample by category (what triggered the complaint) and

subcategory (the primary reason or basis for the complaint as stated by the customer).

Table 2-S- Non- Solar Customer Complaint Sample

Non-Solar Customer Complaint Sample

Category / Subcategory Count

High Bill
15

1 5

Unhappy with the rate increase / high bills

Total High Bill

Rate Plan Change (Notice or on the cost. bill)

6

3

7

7

23

3 8

Confused about rate plan choices or unable

to choose among available plans

Unable to select desired rate plan.

Unhappy with high bills under available

plan choices

Wanted to keep existing (legacy) rate plan

Total Rate Plan Change

Total Non-Solar Complaint Sample
Res ponse to data request 5.13, APS customer "rate case"

complaint detai ls,  multiple attachments,  20% sample.

Our analysis of the APS files documenting these complaints is shown in Attachment 2-1.

Effectiveness Metrics Maintained by APS

We asked APS if they maintained any metrics to measure the effectiveness of the CEOP, and if so, to

provide the results. The response stated that "APS identified a number of metrics to be used as a means

of ensuring a positive customer experience in its education, outreach and transition of customers to new

rates." 11 The data response included a table with the metrics. instead of measuring CEOP

10 APS maintained a "rate case" complaint database in 2018, consisting of 257 customer complaints to Acc (about
85% of the total), the Better Business Bureau the Attorney General's Office and television media outlets. Solar customers
accounted for a disproportionately high 18% of the complaints in the database. They accounted for only about 7% of the APS
residential customer base in 2018. Nonsolar customers, comprising 93% of the customer base, accounted for the remaining
82% of 2018 "rate case" complaints.

11 Response to Staff data request 6.7.
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effectiveness, a majority were customer service operational metrics." APS also provided the following

metrics which related directly or indirectly to the CEOP.

Customer Satisfaction Measures of CEOP Effectiveness

APS indicated the following questions from semi~annual customer satisfaction surveys were considered

to be measures of CEOP effectiveness. All but the first of these are shown in tables and charts in the

previous section.

"Maintain or increase brand reputation tracked by BAT." Company reputation is routinely

polled in APS's semi-annual BAT study. In the data response, APS stated "(t]here was not a

decline in APS's reputation ratings between the fall 2017 and spring 2018."13 However, the BAT

studies, discussed in the section above, also show that for the survey period prior to the

implementation of new rates (spring 2017) to the period after customers had fully transitioned

to new rate plans (autumn 2018), the percentage of survey respondents rating APS's reputation

as "good" or "very good" declined from 82% to 65%. During this time the percentage of

respondents choosing "poor" to describe the company's reputation approximately doubled,

from 18% to 35%.14

"Offering different rate plan options." APS stated that between autumn 2017 and spring 2018,

the percentage of BAT survey respondents indicating APS was good or very good in offering

different rate plan options improved from 60% to 68%. More broadly, however, for the period

just prior to the implementation of new rates (spring 2017) to the period after customers had

fully transitioned to new rate plans (autumn 2018), the percentage of respondents rating APS as

good or very good declined, from 72% to 58%.

"Offering rate plans that allow you to control your bill amount by managing your usage." Like

the two other BAT metrics discussed above, in the data response APS selected two surveys,

autumn 2017 and spring 2018, to compare, indicating that the metric improved from 63% rating

APS as good or very good, to 68%. However, once again, looking at the survey conducted after

customers were fully transitioned to new rate plans, the percentage of survey respondents

rating APS as at least good had declined, to 59%.

The table in the previous section of this chapter show the results of the previous two "rate plan" metrics

for all surveys between spring 2015 and autumn 2018. The table also shows another indicator of CEOP

12 These include call center metrics (average hold time, average speed of answer call abandon rates, etc.), metering
and billing metrics (billing exception clearance rates, meter service order backlogs etc.), safety (recordable OSHA events) and
others. We omitted these from discussion because they are maintained by nearly all utilities as a routine matter and do not
directly relate to or measure the effectiveness of the CEOP.

13 Response to Staff data request 6.7.
14 Response to Staff data request 2.43, Attachment APSAR00284 [CONFIDENTIAL].
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effectiveness: "Offering suggestions to help keep your bill as low as possible." This metric declined from

60% rating APS as good or very good prior to the rate increase (spring, 2017) to just 44% rating good or

very good six months after new rate plans were fully implemented (fall, 2018).

Customer Rate Plan Transition Metric

APS stated that this CEOP metric had a target of "all eligible customers transitioned by 5/1 [2018]." APS

stated the "actual" measurement was "1,969 customers (edge and outlier cases) were on transition

rates as of 5/1." Presumably, this means that the target was to place all non-solar customers on new

rate plans by the end of April, 2018, and 1,969 customers had yet to be moved as of May 1, 2018.

Customer Complaint Metrics

APS indicated that it had a target of "zero ACC complaints" and stated its actual result was that it met

this target. In order to be counted as a complaint for this metric, the complaint had to be

"substantiated." Of the 257 "rate case" complaints logged by APS in 2018, mng were considered

substantiated. For example, more than 40 rate case complaints from grandfathered solar customers

were caused by the customers not being able to change legacy rate plans. As discussed more fully

below, many of these customers were confused about or unaware of the need to change legacy rate

plans at the time they applied for solar. In most cases they had missed what was a narrow window of

time to learn about and change their plan. As a result of APS turning down their requests to change once

they realized their mistakes, these customers registered complaints with the ACC. APS listed all of the

complaints as "unsubstantiated" because the deadline had passed when the customers requested to

change plans. Because the confusion and unawareness of these customers bears directly on the

question of whether the CEOP accomplished its communication goals, it does not appear that the metric

"zero substantiated complaints" provides information about CEOP effectiveness.

In measuring CEOP effectiveness, APS did not take trends in the total number or rate of customer

complaints into consideration. As demonstrated by complaint statistics maintained by the ACC (as

discussed below), there was a significant increase in the number and overall rate of "informal"

complaints registered by the Commission during the three years from 2016 through 2018.

Evaluation of CEOP Effectiveness - Non-Solar Customers

The approved settlement agreement included higher customer rates and new customer rate plans based

on restructured tariffs. It is not typical for a utility to implement a rate increase and a complete

structural overhaul of tariffs, particularly residential tariffs, in the same proceeding. If the objective of

the CEOP was to completely prevent dissatisfaction due to the changes, then the fact that there was

customer dissatisfaction supports a conclusion that the CEOP was ineffective. However, the CEOP can

only be evaluated in the context of the approved settlement agreement and the changes it imposed.

Many of the problems that customers experienced were largely unavoidable features of the approved

settlement agreement, rather than a direct result of the CEOP. These included:
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.

Structural changes in residential rates.

Compulsive adoption of new rate plans. Most customers were required to transition to a new

rate plan. In some cases, customers with one-part "standard" rates were compelled to move to

time of use rates, or even three-part demand rates if they wanted to minimize or avoid bill

increases. Some customers refused to move to rate plans with demand components even when

these plans were estimated to be the most economical, because they weren't familiar with and

didn't trust having APS bill them for demand.

Even under the most economical plan options available, the new rate plans sometimes caused

customer bills to increase beyond what had occurred with the transitional rate increases

implemented in August, 2017, creating a perception that APS was raising their rates twice.

The new rate plans, combined with the 2017 rate increases, raised electric bills significantly

more for some customers than for others.

In some cases, even customers who made behavioral changes could not prevent bill increases

due to rate plan transition. For example, In the case of one complaint submitted to the Acc, a

woman who took the APS's "shif t, stagger and save" message to heart, shif ting more than 70%

of her on-peak usage to off-peak, still experienced a bill increase under her new rate plan. This

was due, among other things, to higher offpeak rates under the new plan compared with the

legacy plan.15

Certain rate "adjustors" (discussed in a separate section of this report) were rolled into base

rates in 2017, only to return to prerate increase levels as separate line items on customer bills

in the following year.

The appropriate question to ask is: How much more customer dissatisfaction would the rate case have

generated if  there was no CEOP? Unfortunately, this question cannot be directly answered because

there is no null case (i.e., there is no similar rate increase and rate restructuring case implemented

without a CEOP) to provide a basis for measurement. Taking the approved settlement agreement into

consideration, it probably would not have been possible for APS to design a customer outreach program

that could have satisf ied its entire residential customer base. Overland's review of the CEOP found that

a majority of the problems that non-solar customers experienced were features of the rate case and its

implementation, rather than of the CEOP and its messaging. Nevertheless, we found CEOP messaging to

non-solar customers was deficient in two respects, as discussed below, and the deficiencies appear to

have contributed to customer dissatisfaction.

Rate Increase and Rate Plan Messaqinq Deficiencies

15 Response to Staff data request 5.13, Attachment APSAR00443, Acc Complaint No. 2018-151466, logged June 12,
2018.
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We believe the most significant problem with APS's CEOP was the lack of full disclosure with respect to

the rate increase and the variation of results customers could experience under the new rate plans.

. APS advertised the rate increase to be 4.5% or about $6 a month per customer. Apart from the

sentence "the impact on your bill will depend your actual energy consumption," APS did not

provide meaningful information about how much more of an increase some customers might

experience under new rate plans, especially if they change their usage habits. lt did not disclose

that the 4.5% / S6 estimate excluded potential increases in "adjustors," taxes and fees.

. APS's primary CEOP tagline, "Shift, Stagger, Save" and the names it gave to its new rate plans,

most of which begin with the words "Saver Choice," left customers with the impression that

once they moved to the new plans they would at best see reduced bills, or, at worst see savings

after they "shifted" their energy usage. This was not always the case:

O Some customers did not experience savings because they did not shift their usage and /

or they were not moved to "most economical" rate plans. In particular, customers who

were placed on the time-of-use Saver Choice plan or the onepart Premier Choice plan

were least likely to "save" as a result of their new rate plan. Many of these customers

perceived a second round of rate increase when they moved to new plans in 2018.

O Depending on individual circumstances, electric bills could increase as a result of the

change in rate plans even when customers selected the most economical rate plan and

shifted their energy usage.

When APS implemented rate increases in mid-August, 2017, the Company notified customers through a

bill insert. They also issued a press release intended to provide notice to the public through the media.

in both cases, the information provided concerning the rate increase was limited to notification of a

4.5% rate increase that would increase bills for a typical residential customer by about $6. The portion of

the bill insert dealing with the rate increase and changes in rate plans is shown below.

On August 15, 2017, the Arizona Corporation Commission (ACC) voted to approve the

settlement agreement in APS's general rote case. The decision, which took effect on

August 19, 201 Z paved the way for investment in a smarter, cleaner energy

infrastructure, more choice and control through new rate options for customers, and

continuedsolar leadership for Arizona. The bill impact for a residential customer using

an average of 1,035 kwh per month is about a $6.16 per month increase, from

$135.54 to $141.70, or 4.5 percent. The impact on your individual bill will depend on

your actual energy consumption. The decision includes new rate options, with reduced

and realigned on-peak hours that create more choices for customers to control their

energy costs. No immediate action is required on your part. We will send additional
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communications in the future about how you con choose among the new plans

(emphasis added).16

It is not unreasonable to expect that most customers would have considered themselves to be about

average, and for them to expect their bills to increase by about $6 per month. During the last few

months of 2017, with cooler temperatures and lower power usage, most customers probably either did

not notice the August rate increase (as the checks they wrote to APS declined from the summer) or

noticed only a modest bill increase. However, in 2018, APS began to transition customers from their

existing rate plans to new plans, regardless of whether they had chosen a new plan. Certain adjustors,

which had been rolled into base rates, also began to increase. Some customers were placed into rate

plans with different rate structures and customers with a time of use component in their rate were

billed based on different peak hours. In order to minimize costs under the new plans, most customers

were required to select the most economical plan available change their energy consumption

habits.

Although APS had been promoting its "shift, stagger and save" message in various ways, the rate

increase notice sent in August, 2017 did little to warn customers of the potential bill impact of

impending rate plan changes, or changes in certain billing categories not directly connected with the

settlement agreement (adjustors, taxes and fees). Later, when the "personalized" letters were sent

notifying customers that they would be transitioned to new plans, the letters also contained no

information warning customers that they could experience bill increases of substantially more than $6

per month. Instead, the letters contained examples of available new rate plans, which had names

suggesting customers would save money compared with their existing legacy plan (i.e., "Saver Choice,"

"Saver Choice Plus" and "Saver Choice Max").

Not surprisingly, customers placed into plans with titles that began with "Saver Choice," who later

experienced what they viewed as a second round of rate increases, sometimes became dissatisfied and

felt that APS had been less than transparent about communicating what was going to happen. In terms

of dissatisfaction, it did not matter whether higher bills were due to changes in rate structure or to the

customer's failure to shift or reduce energy usage. Evidence for this can be seen in the customer

comments from the non-solar "rate case" complaints, as summarized in the table below.

16 Response to Staff data request 8.5, Attachment APSAR00013.
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Table 26- Selected Customer Rate Case Comments

Selected Customer Rate Case Comments - Informal ACC Complaints Filed in 2018

Customer CommentACC Complaint APS Complaint
Data Response Complaint

Attachment Date

180111065 2018-147711 APSAR00410

APSAR00417180214-058 2018148253

APSAR00422180228 120 2018148451

APSAR004361 8 0 5 0 7 0 2 1 2018150227

180618-050 2018 151575
he h s s  h  h ? l Iled h .

ASPAR00444 6/18/2018 t m w  Y I  l t  o  n g ca t  em

180828- 118 2018 153800 ASPAR00450

understand thatAPS needs to make a profit. But when APS public affairs

1/11/2018 reports that the average customer wont see more than a small increase,

and using their rate comparison tool I see I'll be paying on average $75 /

month more, I am outraged.

How is it that my rate can increase twice in one year? I have noticed an

2/14/2018 increase from last year to this year... And now I receive a notice that lm

being taken off of my current plan and being switched to a new one that

will increase my costs yet again.

Substantial rate increase was approved based on false estimates that

2/28/2018 average bills would increase on average of $6 per month per customer. In

addition new rate plans are being forced upon customers that will further

increase customer cost even though consumption [is] decreased.

The increase was advertised as $5 $6and stated by APS agents "may be

less because you only have S hours of ... peak power. In my case I ... see

5/7/5018 a radically different increase... Inly normalized rate increase is actually

11.5% ... for the same amount of kwh... I have estimated out the new

rate plans will at least cost $586 more this year."

could not undersand the rate plans so I called them they informed me to

take the Saver Choice plan. ldid and so my next bill was $732. lashed

..and found out I should have took

Saver Choice Max they said my bill would have been $456.... Keep in

mind every north this goes on I'm paying 30to 40% more than I'm

supposed to be. . . [NIO way is this a 4.5% rate increase."

Not only did APS raise their rates far more that] what was approved.

8/28/2018 They purposely, simultaneiously changed their billing structure so it was

more difficult to calculate the increase."

Source: Response to Staff data request 5.13

Evaluation of CEOP Effectiveness - Solar Customers

At the end of 2018 APS had approximately 75,000 residential customers with solar panels

interconnected with the company's distribution system, representing approximately 7% of the

residential customer base. Decision 76295 and the associated March, 2017 settlement agreement

required that distributed generation (DG) customers who filed an interconnection application before the

rate effective date would be "grandfathered" for net metering. The specific settlement agreement

language states as follows:

As contemplated in Decision No. 75859, grandfathered DG customers will continue to

take service under full retail rate net metering and will continue to take service on their
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current tor/ff schedule for the length of the grandfathering period, whichfor APS ore rate

schedules E-12, ET-1, ET-2 ECT-1, or ECT-2.

It was also established that residential customers who submitted applications to install solar would be

eligible for retail net metering under grandfathering provisions, as long as they submitted an application

by the end of August, 2017 and their system was approved by APS for installation by the end of

February, 2018. This created a surge in customer solar applications as the August deadline approached

and led to confusion about installation plan requirements. The surge in demand and attendant

confusion made it difficult for some applicants to get installation plans approved by APS, and so the

installation approval deadline was eventually extended to the end of May, 2018.

Solar Customer Outreach and Communication

APS's CEOP included communications with both solar customers and installers. These communications

are summarized below. Outreach included personalized letters to solar customers. Following are the

important areas in which the CEOP did not adequately inform solar customers and applicants:

. Non-solar customers were permitted to apply for solar until August 31, 2017 and receive

grandfathered net metering. lt was important for these future solar customers to understand

the benefit they would derive from net metering was dependent on the type of legacy rate plan

they had, and that they had until August 31 not just to apply for solar, but also to change their

legacy plan. We were unable to find any communication, either with potential new solar

customers, applicants or solar installers, which emphasized the legacy rate component of the

August 31 deadline.

. APS had a rate comparison tool which assisted customers in picking one of the new rate plans

approved in the settlement agreement. However, the tool did not provide the ability to

compare outcomes for solar customers with net metering under various legacy plan scenarios.

Overland is not suggesting APS should have spent significant funds to make the rate comparison

tool work for a relatively small number of solar customers. However, the fact that it did not

work for solar increased the importance of communication to explain the interplay between

legacy rate plans and solar net metering, something that did not occur.

Personalized letters and other communications with existing solar customers also failed to

explain the interplay between net metering and their legacy plans, or that they had until August

31 to change their plans. However, the failure to communicate legacy plan information to

existing customers was less significant because, unless they were relatively new to solar and had

not already recognized the need to optimize their plan, they should not have been on legacy

rates with a demand component.
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The following table summarizes the important components of APS's communication with solar

customers and other "stakeholders" (installers, solar panel providers, etc.).

Table 27- Summary of Solar Customer & Solar Stakeholder Communications
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Summary of Solar Customer & Solar Stakeholder Communications, 2017-2018

Summary of ContentsDescription
Target

Audience

Date & DR
Attachment

Source

Installers
8/21/2017

APSAROO388
Rate Review

Decision

Installers
8/21/2017APSAROO394 Resubmittal

Clarification

ReminderInstallers
8/31/2017

APSAROO389

Existing
Customers

Net Metering
Terms

8/1/2017

APSAROO402 1) States currently interconnected solar customers are allowed to stay on the EPR6 (legacy net
metering rate rider) for zo years from their Interconnection date;
2) This grandfathering right remains with the premises not the customer:
3) Customer applications received by EoD August 31 2017 will also be eligible for grandfathering
if the system is approved for installation by February 28 2018.
4) Customers applying after sept 1 2017 may be eligible for the RCP export rate which would
provide a credit for excess energy sent to the grid.
5) Technical information about RCP including limitations on the size of connected systems.
6) information about the interconnection application checklist under RCP new home
installations under RCP application resubmittals after approval experimental savers choice
tech lan" rate closure of the solar water heater incentive lan.
Clarifies that "due to concern" that the application resubmittal policy sent earlier in the day will
be postponed until after the 180 day grandfathering period is over.
States that APS is required to abide by the ACC grandfathering deadline of 8/31/2017 and that
"customers who have already requested a rate change by 11:59 PM today will be accommodated.
Asks installers not to tell customers that "rate changes" are available beyond this date.
informs existing solar customers:
1) Net metering terms extended for zo years for the date solar panels were interconnected "as
long as you remain on your current rate plan."
2) This right stays with the system if the home is sold.
3) Grandfathering applies only to net metering; you are still subject to rate increases approved
by the Acc.
4) As a grandfathered customer, you are not required to move to one of the new rate plans
approved by the ACC.
S) States more information can be found at aps.com/solar or by calling the customer technology
support team (provides phone numbers).

Se pt. 2017

APSAROO390

Customers Net Metering
Who Applied Terms, Including

for New Installation
Installations Deadline.

informs customers with applications for new solar installations:
1) Because you completed an application you will not be affected if your system is installed by
February 28 2018.
2) Net metering terms will be grandfathered for 20 years as long as you stay on your current rate
plan "even if home is sold."
3) Grandfathering applies only to net metering; you are still subject to approved rate increases.
4) No action is required, you are not required to move to "one of the new rate plans"

Installers
12/14/2017
APSARO0396

Grandfathering
Installation
Deadline
Reminder

Installers
1/18/2018

APSAROO397 Grandfathering
Installation
Deadline
Reminder

Installers
2/ 27/ 2018

APSAROO395

Grandfathering
Installation
Extension

1) Restates a summary of net metering terms and deadlines.
2) States that If installation Is delayed beyond 180 days of application due to "a third party of APS
through no fault of the Customer or the Customer's Installer Customer will have 270 days to
complete their interconnection."
3) States that production meters and utility disconnect switches must be installed in an area that
has 24 hour unassisted access.
1) Reminder that service entrance section upgrades (presumably performed by APS) can take 46
weeks.
2) States that :an installed system means that APS has received the approval (green tag) from the
Authority Having Juridiction (AHJ) by February 28 2018.
3) Notes that delay by the AHJ require proof that inspection requests "were made with
reasonable time for AHJ to process."
4) States that customer requests to change from one grandfathered rate to another
grandfathered rate will not be accepted after August 31 2017.
5) Notes that customers grandfathered (presumably for net metering) can keep their legacy plan
of "choose a new rate plan which would effectively forfeit their grandfathering."
1) States that "due to overwhelming demand" for solar installations submitted before the
August 31 2017 grahdfathering deadline APS has been sensitive to third party delays and have
been granting extensions within "guidelines outlined in Rate Rider Legacy EPR6."
2) States that APS has "decided to extend this same exception to all customers with a pending
solar grandfathered application," and they will be granted "a onetime extension with a cutoff
date of os/31/18."

Installers
Forum Invitation & 1) Invitation to attend the Stakeholder Interconnection Forum on May 8 2018.

2) Reminder that the installation deadline for solar grandfathering is May 31 2018.
Gra ndfatheri ng

Reminders

2-22

4/10/2018 and
4/24/2018

APSAROO392
APSAROO393

Source: Res onse to Staff Data Request 5.10
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Net Meterinq and Legacy Enerqy Rates

Solar customers (current, at the time of the settlement, and future customers who submitted an

application to APS by August 31, 2017) were "grandfathered" into net metering. This meant they were

also "grandfathered" into the legacy energy rates governing what they consumed from APS, meaning

they were the only customers allowed to keep these rates after the new rate plans discussed above

went into effect. However, depending on the legacy rate plan they were on, the plan was "frozen"

(could not be selected by new customers) either in January, 2010 or in September, 2017.

In some circumstances it would have been advantageous for solar customers and applicants to switch

the legacy rate plans they were on (see the complaints discussion below) to other legacy plans. In

particular, future solar customers (applicants) who found they were on a legacy plan with a demand

component would, in most cases, have found it beneficial to change their plan to one without a demand

component. APS permitted this, but only until August 31, 2017, the deadline for new solar applicants to

qualify for net metering. After this point in time, if an existing or future solar customer found

themselves on a plan with a demand component, or if they were on a two~part rate and their installer

told them they would receive a greater benefit from a one-part rate (no TOU component), they were

limited to the plan they were on unless they wanted to forfeit grandfathered net metering.

We reviewed the communications listed in the table above to see whether APS notified its existing

customers, new solar applicants (who submitted applications by August 31, 2017) or even solar

installers, that the August 2017 grandfathering deadline applied not only to net metering, but also to

changing legacy energy rates. We found no such APS communications.

It is noteworthy that solar installers should have known the potential advantages and disadvantages of

different legacy rate plans, and we expect they notified customers and applicants of this in many

cases."1** In particular, customers on legacy rate plans that included demand components (tariffs ECT1R

and ECT2) would probably have found it advantageous to switch to either the available time-of-use rate

(ET-2) or the "standard" one-part block rate (E-12), and in some cases customers on ET-2 might also

have found it advantageous to switch to E-12. However, advantageous changes were not always made

in time, as evidenced in part by nearly 3,500 solar customers who remained on legacy rate plans with

demand at the end of 2018.

17 APS stated that "installers were aware that upon the effective date of the new rates, any customer who was eligible
for solar grandfathering would not be eligible to switch between legacy rate pans after August 2017" (Response to Staff data
request 7.8 item d1.) However it should be noted that Overland has been unable thus far to locate any documentation that
shows that information specific to the deadline for changing legacy rates was communicated to installers.

18 Secondhand references to communications between customers and installers included in some solar customer
complaint files suggests that solar installers typically estimated customer benefits under net metering using the E12 "standard"
(onepart rate).
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Factors Contributinq to Solar Customers Failure to Make Informed Choices About Leqacy Rate Plans

Overland believes the factors contributing to grandfathered solar customers remaining on legacy rate

plans other than the plan they preferred is largely the result of the following:

.

.

APS's messaging to solar customers and potential new solar customers did not inform them of

either the August 31, 2017 deadline for changing legacy rates or the potential advantages of

doing so.

Other APS messaging, in particular, the messages sent in personalized letters and posted on the

APS.com rate comparison tool page, served to create confusion among current and future solar

customers prior to the August 31, 2017 deadline. As made evident by some solar complaints,

existing and future customers were sometimes unaware, before it was too late, of the potential

advantages of various legacy rate plans under net metering, in part because they believed that

nothing was required of them to take full advantage of the net metering rules. We believe

messages such as the following reinforced this belief:

O

O

"No action is required on your part. As a grandfathered solar customer, you will not be

required to move to one of the new rate plans recently approved by the Acc." (Letter

sent to existing solar customers in August, 2017)" (emphasis in the original).19

Attention Solar Customers: Please note that Grandfather (sic) Solar Customers and

those Solar Customers who are in the queue awaiting interconnection are NOT required

to select a new rate plan" (emphasis in original) (APS Rate Comparison Tool on the

APS.com website).2°

This confusion became evident when we reviewed complaints registered by solar customers,

most of whom complained when they found out they could not change legacy rate plans after

August 31, 2017 and had been unaware of the need to do SO prior to the deadline.

• As customers submitted solar applications on or near the August 31, 2017 deadline, the time

available to consider and request a legacy plan change was short, and in some cases, the solar

application and the rate change request would have had to have been submitted on the same

day (August 31, 2017). Even to the extent solar customers and applicants had the time to

consider a rate plan change, APS's rate comparison tool did not incorporate legacy rate plans or

retail net metering, both of which would have been necessary for solar customers to take

advantage of the tool.

19 CEOP Filing Docketed October 26, 2018, Attachment C, p. 85
20 Rate Plan Comparison Tool, "Service Plan Compare" notes.
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Solar Customer Complaints

We selected a sample of complaints from APS's self-maintained database of "rate case" complaints 2018

and requested the associated complaint files maintained by Aps.21 The sample consisted of 52

(approximately 20%) of 257 rate caserelated complaints handled by APS's Consumer Advocate's office

in 2018.

Of the 257 "rate case" complaints APS logged in 2018, 46 (18%) were classified as solar complaints, an

amount that was disproportionately high compared with APS's solar customers, who accounted for less

than 8% of the residential customer base at the end of 2018. Most of these were filed as "informal"

complaints with the ACC and most were summarized by APS in its database under a single description:

"Solar customer questioned the grandfathering of legacy rates." Our sample of 52 complaints included

13 of these, and we analyzed these in detail.

Solar Complaints For Which APS Denied Requested Leqacy Rate Chanqes

Most of the solar complaints in our sample resulted from customers who became aware in 2018 that

they were not on the legacy energy rate they desired, but when they inquired were told by APS that

they were past the deadline and could not change their rate unless they wanted to forfeit net metering.

The following two solar customer statements are typical of complaints filed with the ACC and included in

our sample:

ACC Complaint Number 2018-150528, APS Complaint Number 180515-051, Filed May 11, 2018:

/signed up to lease solar panels to cover 100% or more of my annual energy usage on

8/25/2017... I was not asked what rote plan I would like to be grandfathered into, not

advised of the energy plan recommendations with [the] system I was installing or the

due date to change my rate plan ... /called APS multiple times to try and change my

plan and l explained what had taken place but they stated it was out of their hands. This

is why l'm contacting [the ACC]. I should not be penalized for the lack of information

relayed to me by the installer who was just trying to get a sale before their company

went out of business."

ACC Complaint Number 2018-150371, APS Complaint Number 180511-038, Filed Mav 15, 2018:

We currently are in our 3rd month of using Solar. Our systemhas only been fully

operational for 1 month. We have received sign/wcantly higher bills than expected or

what was promised when we made the switch. We first attributed this increase due to

21 Response to Staff data request 5.13.
22 Response to Staff data request 5.13, Attachment APSAR00438.
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the fact that 1/3 of our panels were not working for the first two months. However, we

learned today (after hours of back and forth calls) that the cost increase was due to the

"Demand" portion of our bill. This led down a path of discover[y] ... and in our minds...

misinformation.... Please keep in mind that our paperwork was submitted and

accepted at 9 pm on August 3151 [2017]. AT NO TIME did [E]lite [S]olar (sales co.), Sun

Run (the Monitoring co.), Titan (the physical installation co.) or APS (the energy co.)

not/fy us that the Grandfathering portion also required U5 to physically call in to remove

the Demand portion of our billing to see the savings. What we were told is, 'do nothing'

aside [from] have your paperwork in time prior to midnight on August 31".23

It is clear from these complaints and others shown in Attachment 2-2 that at least some, and perhaps

many, solar customers were uninformed and unaware of the need to make changes in legacy plans at

the time they applied for solar installations.

We believe that proper messaging from APS concerning changes in legacy rate plans, targeted primarily

to solar applicants, but also to their installers, would have prevented some, or perhaps all of these

complaints. The messaging could have stated that solar applicants should consider whether their

existing legacy rate plans might warrant changing given the solar net metering rules, and that these

changes would have to be made either at the time of submitting their solar applications, or prior to

September 1, 2017. Customer messaging should also have emphasized that customers applying for

solar installation might not be under the rate plan that the solar company used in estimating savings for

the customer, and that it was the customer's responsibility, not the solar company's, to ensure they

were on the correct rate plan prior to the deadline.

Solar Customers Allowed Leqocy Rate Chanqes After the Deadline

Our sample contained two complaints for which APS granted the solar customer a change in legacy rates

after the August, 2017 deadline. These are noteworthy because they indicate a possibility that other

solar customers who are not in the database because they had their rate plan requests granted after the

deadline were treated differently than the customers that appear in the complaint database. The

circumstances which led to the following two customers being recorded in the rate case complaint

database are unique in some respects, but they have in common the appearance that APS had to stretch

logic to justify granting them an exception to the rule. It begs the question as to whether this was done

for other customers (who would not, but for these unique circumstances, appear in the rate case

complaint database), and if so, whether APS treated its solar customers consistently with respect to

post-deadline requests for rate plan changes.

APS Complaint Number 180220-089, Logged February 20, 2018:

23 Response to Staff data request 5.13, Attachment APSAR00437.
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This customer had solar panels installed in July, 2017 and was on legacy tariff ECT-1R (a demand rate).

He had contacted APS's Customer Service department, which, per procedure, had denied his request to

change rates as it was past the deadline. However, instead of proceeding to submit a complaint to the

Acc, which would have then referred it back to APS's Consumer Advocate's office, this customer

contacted APS's External Affairs department, which was more sympathetic. in an internal email dated

February 20, 2018, External Affairs noted that although "we did send a notification to this customer

towards the deadline advising them they are grandfathered as long as they keep whichever rate they

are currently on, APS received no response from [redacted] to change his rate." External Affairs further

states "it is not be (sic) entirely [redacted] fault that he did not call us to change from ECT-IR to a more

beneficial rate by 08/31/2017." The letter concludes "This account was caught up in delayed billing once

his solar became active at the end of July. We issued him a bill on 07/13/2017 and did not issue another

bill until the end of September. Therefore, he would not have realized that he was on the wrong rate."

As a result of this email, on February 21, 2018, APS Customer Service (it appears) "informed him lwould

be willing to make an exception on his behalf and allow him to change legacy rates and maintain his

grandfathering status due to the delayed billing."

There are two things that make APS's decision to grant an exception in this case unique:

. The customer's decision to contact APS External Affairs instead of the ACC. Had the customer

filed a complaint with the Acc, it would have been dealt with by the APS Consumer Advocate's

office, which probably would have denied the request, per procedure, and the story would have

ended there.

. This customer would not have likely "realized he was on the wrong rate" but for the delayed

billing. Even if the bill had been timely (i.e., received prior to August 31), there is nothing about

the APS's bill messaging that would likely have prompted the customer to consider changing the

rate he was on before he interconnected with solar. The messaging a timely bill would have,

according to the External Affairs email, included "a notification... advising them they are

grandfathered as long as they keep whichever rate they are on." lt is difficult to see how this

message would have compelled the customer to seek a rate change, in fact, it might have had

the opposite effect.

ACC Complaint Number 2018-150984 APS Complaint Number 180220-089 Logged May 31, 20182"

This complaint was filed because this solar customer, after having been granted a post-deadline change

in her legacy energy rate, was unhappy about not having APS issue her billing credits for the difference

between her old and new legacy rate going back to 2016, instead of just to September 2017. Apart from

this complaint about a back-billed credit, APS had concluded two weeks before the complaint that the

24 Response to Staff data request 5.13, Attachment APSAR00442.
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customer's request to change her legacy demand-based rate should be granted, despite being almost 9

months past the August, 2017 deadline:

[Redacted] called APS to discuss her rates. She stated she would have requested to

change from the ECT-2 rote in 2016 when her PV system was interconnected to avoid the

demand rate. APS advised her the Company did not receive any request from her to

change rates. She then stated her solar installer may have mode the request on her

behar APS informed her that installers cannot make rate change requests on behalf of

a customer. She then requested to speak with a supervisor...[to whom] she advised she

likely called the Company three years ago to change from the ECT-2 rate. The APS

supervisor reviewed the account and found no record of her contacting the Company to

change rates. However, APSfound that she called in June 2017 and spoke to Customer

Service to question the payment arrangement she established via the IVR (emphasis

added). The APS supervisor stated that was an opportunity for her to be transferred to

the Green Team (team dedicated to assist solar customer.)Therefore, APS o}yered to

allow her to change to the ET-2, Time Advantage 7pm-noon [a two part time of use rote]

in the spirit of customer service.

This customer's circumstance is nearly identical to those of other solar customers' whose requests to be

granted after-deadline legacy rate changes were denied. It appears APS twisted itself into a logical knot

in order to conclude that an exception should be made "in the spirit of customer service." For example,

as the investigation notes indicate:

.

.

Two different APS employees found that the customer was mistaken in believing she had

contacted the Company concerning her legacy demand rate, and that she had not requested to

change it prior to the August 2017 deadline.

The supervisor used the hook of a contact that involved an entirely different subject (payment

arrangements) to conclude that APS had "missed [an] opportunity" to forward the customer to

an entirely different department, which the customer never requested. Based on this "missed

opportunity," APS concluded the customer should be granted an exception and be placed on a

different legacy rate in May, 2018.

Aside from the questionable logic used to justify it, this exception is troubling because it only came up in

our sample because the customer persisted, after being granted her rate change request, to complain

about another matter. It raises the possibility that a significant number of other solar customers with

circumstances similar to customers whose requests were denied, were granted their requests to change

legacy rates after August 2017, and that the outcome of post-deadline requests to change legacy rates

depended on who at APS handled the matter, whether the customer persisted in requesting to speak

with a second person (supervisor or different), or differences that had little or nothing to do with the

circumstances leading to the request.
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CEOP Expen di tu res

Overland reviewed the CEOP expenditures authorized by the settlement agreement approved in
Decision 76295 (the CEOP authorization). We examined the expenditures to determine the following:

• Whether they were directly associated with the CEOP,

• Whether they appeared reasonable in nature given the objectives of the CEOP,
• Whether they were incremental to implementation of the CEOP (as opposed to expenditures

that would have been made absent the CEOP).

CEOP Expenditure Projects and Cost Categories

We requested APS provide details of the expenditures under the $5 million CEOP authorization. APS
provided the following list of projects and expenditures that had been made through February, 2019.

Table 28- APS CEOP Expenditures

Project TitleProject #

APS CEOP Expenditures
September,2017through February, 2019

Amount
Expended

DSM2187 Rate Analysis

DSM2188

DSM2189 S1, 198, 266

System Integration &Testing

Materials & Printing

DSM2190 NonResidential Education

DSM2197 Customer Tools

Mass MediaDSM2198

DSM2189 Outside Services / Agencies

DSM2190 Roadshows

Project Description

Analysis of rates for personalized communication
$1,165,080 with APS residential customers, including the rate

comparison tool.
$298,073 IT and technical implementation costs

Print and mail personalized communications to
residential customers paid to outside printers.

$9 335 Communications about rate changes to non-
' residential customers, including a rate workshop.

Sweepstakes program costs, including the costs of
$1,364,966 10,200 smart thermostats and 2,500 "smart plugs"

given to residential customers

Customer communication through radio, outdoor
$757,637 billboards, community print ads, and social media

digital and interactive ads throughout APS territory.
Marketing agency fees, support for conducting

$52 465 customer focus groups on service plan features
' naming conventions and service plan options, and

Spanish language consulting services.

Travel costs associated with rate review community
$2,012 open hours hosted throughout Aizona to provide

information and answer customer questions.
$4,847,834Total CEOP Projects

Source: Response to Staff Data Request 2.62

APS also provided information about the nature of the costs underlying its CEOP expenditures.
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Table 2-9- APSCEOPExpenditures by Cost Type

APS CEOP Expenditures by Cost Type

A m o u nt

$4,279,777

$94, 137

$473, 921

$4,847,835

Type of Cost

Outside Vendor Materials and Services

APS Employee Payroll and Overheads

Internal Cost Allocations or Transfers

Total CEOP Expenditures by Cost Type

Source: Response to Staff Data Request 2.62

Review of CEOP Payments for Outside Materials and Services

Through February, 2019, 39 vendors have provided materials and services categorized as authorized

CEOP expenditures by APS. We selected the three largest vendors, in terms of total payments, and

examined the nature of the amounts spent on the materials and services they provided. The selected

vendors, summarized below, accounted for 62% of total CEOP expenditures on outside materials and

services, and 54% of total CEOP expenditures.

Table 2-10- APSVendors Accounting for Significant CEOPOutside Materialsand Services Expenditures

APS Vendors Account ing for Signif icant CEOP Outside

Mater ials and Serv ices Ex pendi tures

Company Project

Rate Analysis

Customer Tools

Mass Media

GridX Inc.

LUX Products Corp.

Lavidge Co.

Amount

$877, 500

$1,025,294

$735, 084

$2,637,878

$4,279,777

62%

Total These Vendors

Total Outside Provider Expenditures

Pc t.  These Vendor s

Source: Response to Staff Data Request 5.14

In each case, the expenditures were for services and materials related directly to customer education

and outreach activities.

Semices Provided by GridX Inc.

APS stated that the services provided by GridX were related to customer-specific rate analyses used in

the personalized communications APS employed as part of its customer education effort. Specifically,

Gridx developed application programming interfaces (APIs) to provide results of APS's analysis of the

costs that individual customers would incur under the new rate plans and rates authorized by the
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settlement agreement. The Confidential Statement of Work (SOW) accompanying the August, 2017
GridX Agreement for Consulting Services indicates the following objective and scope: 25

The primary objective of the proposed Project is to set up and deliver o set of cloud-

based, real time and batch rote analysis services to support APS's rate marketing and

customer outreach.

Phase 1 scope includes:

• Set up and configure a cloudbased enterprise billing analytics engine for APS;
• Model and validate all in-scope rates based on cost of electricity used including riders,
adjusters, taxes and fees;
• Perform initio/ batch rate comparison analyses for all APS' residential customers using
their personal (actual) historical consumption no later than September 29, 2017 (see

Exhibit A). The rate comparison analyses will compare all in-scope customers 12 months'

bills under the transition rates to all eligible new rates (see Exhibit 8),
• Identu'y winners and losers (through calculated values) in the GridX output based on
the above analyses to help APS better target customers with rate marketing campaigns;

• Securely send the analysis results to APS;

Phase 2 scope includes:
• Performbatch rate comparison analyses for all APS' residential customers using

mod/wed load profiles based on APS supplied load modification logic;

• Segment and track APS customer transition to new rates using updated APS provided

data sets and update subsequent analyses results highlighting those that have not

moved to a new rate,
• Support billing model for multiple Service Points (SP);
• Operationalize the data integration with APS to refreshthe data on a weekly basis.

In August 2018, APS and GridX entered into a change order under which "GridX will develop a customer
load modifier to enable rate analysis based on certain behavior changes, expand the scope of the
current batch analysis service to incorporate this alternative load profile, and enhance the output file
provided to APS to include a set of 'Phase 2' data elements."2° APS also entered into a contract
amendment with GridX which provided for a "setup project" to be completed by July 20, 2018 and "on-
going service delivery" that appears to have continued beyond July, 2018 and may have included work
that is outside the scope of the CEOP expense authorization." APS stated that GridX is expected to

25 Response to Staff data request 5.14, Attachment ASAR00458, GridX Agreement dated August 25, 2017 Confidential
Statement of Work p.3. [CONFIDENTIAL]

26 Response to Staff data request 5.14, Attachment ASAR004S9, GridX Change Order No. 1 dated July 19, 2018,
Appendix A Statement of Work, p.4 [CONFIDENTIAL]

27 Response to Staff data request 5.14, Attachment ASAR00460, Amendment No. 1 to Consulting Agreement No.
700684828, Appendix A, Statement of Work No. 2, pp. 4-5. [CONFIDENTIAL]
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provide on-going services to maintain the rate plan / rate tools they developed through the year 2020.

The company further stated that GridX services directly supporting the CEOP effort and rate tolls were

provided from 2017 through May, 2019. Services beyond May, 2019 were paid for with funds outside of

the $5 million CEOP expenditure authorization."

The expenses for GridX incurred by APS as part of the $5 million in authorized CEOP expense were

associated with work to develop and improve the APS rate plan / rate comparison tool. As such, we

believe they were properly classified by APS as CEOP expenditures and directly contributed to the

production of the APS rate analysis tool that was a primary component of the CEOP.

Materials Provided by Lux Products Corp.

APS described the payments to Lux Products as "costs associated with the sweepstakes program that

gave away smart thermostats to eligible residential customers."29 To support the payments to Lux, APS

provided a copy of a purchase order signed and dated December 13, 2017 (APS) and December 15, 2017

(Lux). The purchase order supports $728,000 of the approximately $1,025,000 in payments to Lux and

lists the following items:

.

.

4,000 Lux GEO-WH-03 @ $90 each = $360,000

4,000 Lux GEO-WH-03 @ $92 each = $368,000

Through an internet search, we confirmed that the Lux GEOWH-003 is a vi-fi programmable thermostat

that can be purchased for $97.84 at Home Depot." A website search also shows that the same product

can be purchased on Amazon for $94.99. The product may have been more expensive in 2017, which

may explain why APS did not receive much of a discount relative to current retail prices. APS's data

response to our initial request for CEOP expenditure support left $297,000 in payments to Lux

unsupported. In response to follow-up discovery, APS provided a copy of a change notice which

supported an additional $203,000 for an additional 2,250 thermostats. APS stated the remaining

$94,000 was sales taxes associated with the purchase of all of the thermostats."

Services Provided by Lavidqe Co.

APS described the expenses associated with Lavidge as "customer communication through radio,

outdoor billboards, community print ads, and social media digital and interactive ads throughout APS's

service territory."" The Agreement for Consulting Services with Lavidge contains a SOW that indicates

the scope is "to provide ... digital and media services as requested and directed by Company

28 Response to Staff data request 7.1.
ze Response to Staff data request 5.14.
30 $97.84 is the price advertised on the Home Depot website on April 19, 2019.
31 Response to Staff data request 6.18 and Attachment APSAR00543 (Change Notice for additional thermostats).
32 Response to Staff data request 5.14.
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Designated Representative." 33 The SOW also contains a list of "overall strategy" points and "key

positions and responsibilities." The SOW is generic, dated more than a year before Lavidge payments

appeared in CEOP project orders, and cannot be directly associated with the CEOP, meaning that its

work elements and deliverables could be associated with the CEOP or any other APS media

requirements. However, in response to a follow-up data request, APS provided invoice detail which

demonstrate that Lavidge segregated its work for APS that was associated with CEOP projects, and that

the work consisted primarily of promoting APS's rate migration information." Support for all but

approximately $2,000 of the Lavidge invoices was provided and is summarized in the following table."

Table 211- Lavidge Invoice Support

November 2018 Plans Interactive Media
Rate Migration Concept Development
Rate Migration Display
Rate Migration Display Ads

Rate Migration Face book Ads
Rate Migration Interactive Media
Rate Migration Letter
Rate Migration Letter& Insert
Rate Migration Letter & Insert Spanish
Rate Migration Letter Spanish
Rate Migration Magnet
Rate Migration Media Planning & Buying
Rate Migration Outdoor
Rate Migration Print Ad
Rate Migration Radio Script & Production

Rate Migration Traffic Radio

Service Plans Digital Radio

Total

Lavidge Invoice Support

August 31, 2017 through December 30, 2018

Project Description Amount
B i l led

s 90,930

8,513

8,475

8,506

1,594

212,949

12,001

1,463

1,463

1,388

1,800

359,748

1,426

8,813

8,769

750

4,434

$ 733,022
Source: Response to Staff data request 7.2, Attachment
APSAROO550 [CONFIDENTIAL] Staff 7.2

is Response to Staff data request 5.14, Attachment ASAR00460, Amendment No. 1 to Consulting Agreement No.
700684828, Appendix A Statement of Work No. 2 pp. 45. [CONFIDENTIAL].

34 Response to Staff data request 7.2, Attachment APSAR00550 [CONFIDENTIAL].
35 Although the project descriptions "November [2018] Plans Interactive Media" and "Service Plans Digital Radio" do

not necessarily appear to be tied to the CEOP based on project description, invoices associated with them are linked to the
same Lavidge purchase order as the invoices described as "Rate Migration."
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Review of "Employee Salaries and Related Overheads" Charged to CEOP Project Orders

A total of $94,137 (2%) of the costs charged to CEOP project orders consisted of "payroll" and related

payroll taxes." APS stated that "[m]ost of the labor expenses associated with outreach, education, and

transition of all customers were absorbed in the APS business units and not charged to the $5M

allocation." This procedure is appropriate given that internal APS labor costs, apart from employees

hired for the purpose of working directly on CEOP efforts, would not have been incremental to the

CEOP; as such, the costs should be recoverable by APS through base rates rather than through special

funding, such as the CEOP authorization. APS further stated that the $94,137 in labor expense charged

to CEOP project orders was associated with contractor resources needed to supplement APS staff during

"5tabII12at10fl."37

In response to a follow-up data request, APS acknowledged that the payroll expenses charged included

time associated with 12 employees. How much of the $94,000 in payroll is incremental contractor

expense and how much is non-incremental employee payroll is unclear, however, as noted above, total

payroll constitutes only about 2% of total CEOP expenses, an amount we judge to be immaterial. APS's

response to our data request concerning payroll charged to CEOP projects stated as follows:

Over 200 APSemployees and contractors worked on the customer

outreach, education and transition project. Of these 200 employees,

12 APS employees did charge their time to the 55m authorization
for incremental work directly tied to the outreach, education and
transition of customers. Eleven ofthe 12 employees work in IT and
the remaining employee works in Customer Service. As stated in

APS'sResponse to Staff 2.63, APS spent approximately $3M for

technology enhancements not charged to the ssiw authorization.
This additional $3M included incremental system upgrades and
contractor labor. 38

Review of "Internal Cost Allocations or Transfers" Charged to CEOP Project Orders

APS charged a total of $473,921 for what it describes as "internal cost allocations or transfers" to CEOP
project orders." Nearly all of this, $471,682, consists of "materials and supplies" described by APS as
"printing and mailing costs for personalized communications to residential customers using APS's print
shop. ...v40 To the extent the print shop incurred expenses were incremental to CEOP activities, and

they would not have otherwise been incurred, we agree that it was appropriate to apply the costs to

CEOP project orders.

36 Response to Staff data request 2.62, Attachment APSAR00344.
37 Response to Staff data request 2.62.
as Response to Staff data request 6.19
39 Response to Staff data request 2.62, Attachment APSAR00344.
40 Response to Staff data request 2.62.
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We asked APS to provide support showing that printing and mailing costs charged against the CEOP

authorization was associated with customer outreach. APS provided a worksheet showing

approximately 200 individual amounts charged to "DSM2189 - Materials and Printing" and totaling

approximately $465,000. The line descriptions associated with the charges indicated they consisted

primarily of direct mail associated with customer rate migration." Based on this, we are satisfied that

the amounts represented incremental costs associated with the CEOP.

41 Response to Staff data request 7.4, Attachment APSAR00551.
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3. BILLING DETERMINANTS AND BILL COMPARISONS

Overv iew

Overland reviewed the billing determinants used by APS in the Proof of Revenue from the settlement

agreement in its 2015 rate case, and compared the Company's assumptions from 2015 to the actual

customer billing determinants used in 2018. A summary of projected 2015 and actual 2018

determinants for rate class groupings is shown below.*

Table 3-1 - Billing DeterminantsSummary

Average
Customers

2018Actual
Adjusted Base Revenue

MWh ($000)

2015Adjusted Test Year
Average Adjusted Base Revenue

Customers MWh ($000)

494,809
711,080
457,730
66,569

1,730,188

1,475,736

65,213

3,271,137

3,583,261
5,221,299
3,850,894

456,767
13,112,221

14,103,822

514,215

27,730,258

2,895,587
4,523,363
5,759,371

238,216
13,416,537

14,089,945

509,135

28,015,617

398,475
620,647
674,708
29,154

1,722,984

1,463,595

64,900

3,251,479

456,301
372,869
192,225
79,421

1,100,816

131,887

2,746

1,235,449

Rate Class
Residential
Basic Rate Plans 420,207
TimeofUse Energy Plans 329,997
Time-of-Use Demand Plans 263930
Solar Rate Plans 32,856
Subtotal Residential 1,046,990

General Service 127,882

Other* 2460

Totals 1,177,332
* lighting and irrigation rate schedules.

Overall, 2018 base revenue was materially consistent with APS' test year projections, as revised to adopt

the rates in the settlement agreement. However, there were significant variations within the residential

rate classes that are further discussed in the following sections.

Findings

1. Although APS' 2018 base retail residential revenues were in line with 2015 estimates at an

overall level, the number of medium- and large-usage customers transitioning to demand rates

did not meet Company expectations. The comparison of typical bills show that customers on

demand plans were expected to see smaller overall bill increases, and actual bill savings if

converting from a basic plan. As a result, should these customers continue on suboptimal rate

plans, APS could see higher-than-anticipated revenues in future years.

2. The design of the Company's new rate plans favored demand rates over basic rates and energy

rates. Analysis of typical bills indicates that rate increases for basic (one-part) and time-of-use

1 Response to Discovery, Staff 4.s (ASPAR00370).
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energy (two-part) rate plans were higher than average, while demand (three-part) rate plans

had lower than average increases. Furthermore, customers who were moved by APS onto a

rate plan "most like" their previous plan were less likely to be on the most economical rate

plan.

3. While adjustor revenues accounted for under 6% of APS' total retail revenues in 2018, the

increases since 2015 have been noteworthy. In particular, residential customers have incurred

the vast majority of adjustor increases since the 2015 test year, nearly doubling in the years

since.

Customer Analysis

Average Residential Customers
1. noooo

1.100.000

1990.000

11980000

i .0l000D

s.0soonu
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APS has experienced consistent growth in its residential

and commercial customer bases between 2015 and

2018. While growth in commercial customers has

increased, on average, 1% annually, residential

accounts, which comprise approximately 90% of APS'

customer base, have increased at a faster 1.7% annual

rate since 2015. Residential customer growth has

increased at an even faster pace over the past two

y€3 r$.2

While the gross customer count has increased since 2015, the distribution of residential customers in

the various rate plans in 2018 differs from the Company's projections

Table 3-2 - Average Customers

Average Customers

Actual Projected

2018 2015 DifferenceResidential by Rate Type

Basic Rate Plans

Time of Use - Energy

Time of Use - Demand

Subtotal - Non solar

%
9%

13%
(27%)
1%

36,094
42,872

(71,705)
7,261

456,301
372,869
192,225

1,021,395

420,207
329,997
263,930

1,014, 134

Solar Rate Plans 46,56579,421 32,856

Total

142%

5%1,100,816 1,046,990 53,826

2 Based on Response to Discovery, Staff 4.5 (ASPAR00370) and APS FERC Form 1 Reports.

a Response to Discovery, Staff 4.5 (ASPAR00370).
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Because the Company transitioned to new rate plans in May 2018, the analysis above groups customer

counts in the legacy and new rate plans by the plan characteristics (i.e., two-part or three-part rate).

The data shows that more customers were on basic plans than expected, and significantly fewer

customers chose to move to demand rates. Participation in solar rates more than doubled from 2015

due to the accelerated adoption of rooftop solar installations.

Analysis of plan enrollment data at December 31, 2018 - after the adoption of the new rate structure -

provides additional insight into customer distribution relative to expectations from the 2015 rate case:"

Table 33 - Customers by Rate Class

DifferenceRate Class

Customers by Rate Class

Actual at Projected

12/31/2018 2015

TOU-D

14,283
(13,058)
17,065
55,132

(50,443)
12,426

271,629
126,049
40,482

385,267
64,673

160,471
18

257,346
139,107
23,417

330,135
115,116
148,045

968

R-XS

Basic Rates R-BASIC

RBASIC L

R-TOU-E

R-2

R-3

R-TECH

E-12 EPR

ET-1 EPR

Solar Rates ET-2 EPR

ECT-1R EPR

ECT-2 EPR

%
6%

(9%)
73%
17%

(44%)
8%

(98%)
144%
60%

142%
58%
232%

12,019
5,584

14,019
351
883

29,367
8,924

33,915
553

2,931

(950)
17,348
3,340

19,896
202

2,048

The higher numbers of customers in basic rates is evidenced in the R-XS and R-BASIC L rate classes.

While the larger customer count in the smallest rate plan (R-XS) is comparable to the overall growth

APS' customer base, the variance in the R-BASIC L rate class suggests that customers did not migrate

from basic to time-of-use rates in the numbers the Company anticipated. More customers than

expected in the demand rate class group migrated to the R-3 rate, which has higher demand charges

and lower per-kWh energy charges than the R-2 rate. However, there are substantially fewer customers

in the R2 rate class than estimated.

Furthermore, the increase in solar customers between 2015 and 2018 could partly explain the lower

than expected numbers in other rate classes. APS did not make any projections in the 2015 rate case for

conversions to solar rates; hence, the 2015 figures represent the actual count of solar customers during

that test year. These customers migrating to solar from other rate plans had a material impact to the

variances in the Company's forecast.

4 APS Rate Migration Report - 1231-18 and Response to Discovery, Staff 4.5 (ASPAR00370).
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During the transition, customers could elect to move to a qualifying rate plan. For those that didn't

make a choice, APS moved customers onto rate plans most similar to their existing plan. According to

the Company, 669,831 customers were involuntarily moved to a "most like" rate plan as of May 18,

2018. However, for approximately 56% of those customers, the "most like" rate plan was not the most

economical based on their prior twelve-month consumption data.5

Consumption Analysis

MWh Sold

30000000

25000000

20000000

15000000

10.000000

s000.000IIII
z015 201B 2017

. Res idential l  Commerc ial/Other

Despite a 5% increase in the APS customer base,

electricity consumption, as measured in

megawatt-hours (MWh) sold, was relatively flat

in the 2015-2018 time period.6 in its 2018

annual SEC filing, the Company noted,

"[i]mproving economic conditions and customer

growth were offset by energy savings driven by

customer conservation, energy efficiency, and

distributed renewable generation initiatives."7

Residential customers consistently accounted

for 47% of total sales throughout the period.

Electricity sales to residential customers in 2018 generally matched APS' 2015 projections in total, but

showed some variability among rate classes, as shown below."

Table 34 and 3-S - MWh Sold by Rate Type and Annual kwh per Customer

Basic Rate Plans

Time of Use Energy

Time of Use Demand

Subtotal Non solar

Basic Rate Plans

Time of Use Energy

Time of Use Demand

Subtotal Non solar

3583261

5221,299

3850894

12655454

6891

13707

21822

12995

2895587

4,523363

5759371

13178321

7853

14,003

20033

12390

24%

15%

(33%)

(4%)

962 14%

296 2%

(1789) (8%)

(605) (5%)

687674

697936

(1908477)

(522867)

Solar Rate Plans

Total

Solar Rate Plans

Total

456767

13112221
5751

11911

238216

13416537

7250

12814

(1499)

(903)

218551

(304316)

(21%)

(7%)

92%

(2%)

The trends are similar to those discussed in the customer analysis above. Relative to the 2015

estimates, higher consumption by customers in basic rate plans was offset by lower consumption by

customers on demand rate plans. Solar consumption increased, commensurate with the large growth in

customer base, but was lower on a per-customer basis. The customers who switched to solar during the

5 Response to Discovery, Staff 9.1.
6 Based on Response to Discovery, Staff 4.5 (ASPAR00370) and APS FERC Form 1 Reports.
7 Pinnacle West Form 10K for the year ended December 31, 2018, p.63.
a Based on Response to Discovery, Staff 4.5 (ASPAR00370).
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2015-2018 timeframe used considerably less energy than those who had solar rates during the 2015 test

year.

Revenue Analysis

Base Revenues

Overall, APS' 2018 base revenues from retail electric sales were consistent with the 2015 forecast, with

total base revenues of $3.27 billion approximately 1% higher than the projected amount of $3.25 billion.

The variations for rate plans in residential segment are summarized on the following table:9

Table 36 Base Revenues

Difference

Base Revenues

Actual

2018

(000's)

Projected

2015Residential by Rate Type

Basic Rate Plans

Time of Use - Energy

Time of Use - Demand

Subtotal - Non solar

s 494,809

s 711,080

s 457,730

s 1,663,619 $ 398,475

S 620,647

S 674,708

s 1,693,830 %

24%

15%

(32%)
(2%)

$ 96,334

s 90,433

s (216,978)

s (30,211)

Solar Rate Plans S 66,569 S 29,154 S 37,415 128%

Total S 1,730,188 S 1,722,984 S 7,204 0%

The distribution of revenue collected from customers in the various rate plans was very similar to the

energy consumption trends noted above, with higher collections from basic rate plans and lower

collections from demand rate plans. This is also reflected in the revenues per customer and per kwh

metrics:10

Table 3-7 and 38 - Base Revenues per Customer and Base Revenues per kwh

%

0%
(1%)
2%
2%

Base Revenues per kwh
Actual Projected
2018 2015 Difference

$01381 $01376 $ 0.0005

$01362 $01872 $(0.0010)
$01189 $01171 $ 0.0018
$01315 $01285 $ 0.0080

Residential by Rate Type

Basic Rate Plans

Time of Use Energy

Time of Use Demand
Average Non solar

Residential by Rate Type

Basic Rate Plans

Fme of Use Energy

Time of Use Demand
Average Non solar

%

14%

1%

(7%)

(2%)

Base Revenues per Customer
Actual Projected
2018 2015 Difference

s 1084 s 948 s 136

$ 1907 $ 1881 $ 26
$ 2381 S 2,556 S (175)

$ 1629 $ 1670 $ (41)

19%

3%

$01457
$01320

$01224 $ 0.0233
$01284 $ 0.0036

887 $

1646 $

$ 838 $

S 1572 $

Solar Rate Plans

Overall Ave rage

Solar Rate Plans

Overall Average
(49)

(74)

(6%)

(4%)

Retail residential revenues in 2018 were earned on interim legacy rate plans from January through May

and on the revised rate plans from June through December. Despite the risks and complexities of this

9 Response to Discovery, Staff 4.5 (ASPAR00370).
10 Based on Response to Discovery, Staff 4.5 (ASPAR00370).
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transition, the revenues earned per kwh from non-solar customers essentially matched the Company's

2015 forecast.

The impact of revenues from solar customers is more pronounced, as APS made no adjustments to

account for solar customer account conversions subsequent to the 2015 test year. The Company

attributed the causes of the 19% increase in revenue per kwh from solar rate plans to the following:

• More medium-use customers adopted solar between 2016 and 2018, or customers installed
larger solar systems, which resulted in customers with lower net kwh consumption moving to

solar rate plans. As a result, the service charge would have a larger overall bill impact.

As a result of the 2015 rate case settlement, customers who elected solar rate plans after
August 2017 are on less favorable plans than those available in 2015."

The impact of fewer customers with moderate to large energy consumption moving to demand rate

plans is evident in the revenue per customer analysis, with APS earning 14% more from basic plans and

7% less from demand plans.

Total Revenues

In addition to base revenues collected in the form of service charges, energy charges and demand

charges, APS collects revenues from adjustor mechanisms that represent additional cost recoveries

under separate ACC proceedings. Current adjustors include the Lost Fixed Recovery Surcharge,

Environmental improvement Surcharge, and Power Supply Adjustor. The tables below show the impact

of these adjustor mechanisms on APS' 2018 revenues."

11 Response to Discovery, Staff 4.9.
12 Response to Discovery, Staff 4.5 (ASPAR00370).
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Table 3-9 - APS Base Revenues and Total Revenues

(amounts in $000's)

_
Variance

Actual

2018

Base Revenues

Projected

2015Rate Class Group
7,204

12,142
313

Residential

General Service

Other*

1,730,188

1,475,736

65,213

1,722,984

1,463,595

64,900

%

0.4%

0. 8%

0. 5%

0.6%Totals 3,271,137 19,6593,251,419

Actual

2018

Projected

2015 VarianceRate Class Group

55,802
1,551

46

Residential

General Service

Other*

%

89.5%

2.2%

1.5%

62,319

70,561

3,106

118,121
72,112
3,152

Totals 42.2%57,399193,385

_
135,986

Total Revenues

Projected

2015 Variance

Actual

2018Rate Class Group

63,006

13,693

359

Residential

General Service

Other*

1,785,303

1,534,156

68,006

1,848,309

1,547,848

68,365

%

3.5%

0.9%

0. 5%

2.3%Totals 3,464,522 77,0583,387,465

* lighting and irrigation rate schedules.

The 2016 settlement agreement included a transfer of $268 million from adjustor mechanisms into

future base rates. The $136 million in projected adjustor revenue shown in the table above represents

the revenues collected in the 2015 test year from adjustors that were not transferred. Adjustor

revenues have continued to increase since the settlement, and were 40% higher in 2018.

Furthermore, the increase in revenues from adjustors has had a much greater impact on residential

customers. Nearly 90% of the adjustor revenue increases was collected through residential rates, while

general service and other rate plans experienced minimal changes to adjustors.

When adjustor revenues are factored into APS' 2015 revenue assumptions, the company has earned $77

million, or 2.3% more than expected, with over 80% of that increase from its residential customers.

Adjustor mechanisms are further discussed in more detail later in this report.
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B i l l  Co m p ar is o n s

Overland analyzed the impact of the rate increase on residential customers by comparing typical bills for

customers consuming similar amounts of energy under the legacy rate plans (prior to the application of

the rate increases in August 2017) to the current tariffs. According to the 2016 settlement agreement,

the average impact to residential class customers was expected to be 15.90%, which was comprised of a

general rate increase (4.54%) and a reallocation of adjustor collections into the base rate (11.36%).13

The adjustor transfers were fully offset through lower subsequent adjustor charges. Our analysis

focused on the impact to base rates; thus the full 15.90% was presumed to be the average bill increase.

Similarly, the 2018 rates do not contain the impact of changes in the adjustor mechanisms since 2015.

As noted in the previous section, adjustor increases increased customer bills by $57.4 million.

Basic Rate Plans

Residential customers on APS' legacy basic rate tariff E-12 that did not elect a different plan during the

conversion were transferred onto the R~XS, R-BASIC or R-BASIC L tariffs, depending on their average

monthly energy usage. To qualify for the R-XS tariff, monthly consumption must be below 500 kwh,

while the R-BASIC tariff consumption must be below 1,000 kwh per month. Larger customers were

moved to the R-BASIC L tariff, but this plan was frozen to new customers. The bill comparisons for each

tariff are shown below."

Table 31D - Typical Bill Comparison - RXS Tariff

kwh b lock

2018 Rate 2015 Rate

R-XS R-12 %Difference

3.30

5.29

7.28

9.26

7.11

18%

19%

19%

20%

12%

5 18.24
S 27.92
S 37.61
s 47.30
s 61.12

S 21 .54

s 33.21
s 44.89

s  5 6 .5 6

s  6 8 .2 3

s
s
s
s
s

Summer

0- 100

101200

201-300

301-400

401-500

Win ter

O- 100

101-200

201-300

301-400

401-500 20%

21%

22%

22%

23%

$ 21.54
s 33.21
s 44.89
s 56.56
S 68.23

s 17.97

s  2 7 .3 8

S  36 .80

s  4 6 .2 2

S  55 .64

S 3.57

s 5.83

$ 8.09

s 10.34

S 12.59

13 See ACC Decision No. 76295 Attachment 1, Settlement Agreement, Appendix L.

14 The underlying data for all bill comparison schedules in this section were provided in APS' Response to Discovery,
Staff 8.10 (ASPAR00552).
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Table 311 - Typical Bill Comparison - RBASIC Tariff

2018 Rate 2015 Rate

k wh  b loc k  R-BASIC R-12 Difference %

7%

0%

- 1%

-4%

6%

s 79.90
s 89.15
$ 101.54
S 113.93
S 126.33

S 74.93
s 88.75
s 102.57
s 118.73
s 134.90

$ 4.97
S 0.40
s (1.03)
s (4.80)
s (8.57)

Summer

501-600

601-700

701-800

801-900

901- 1000

Winter

501-600

601700

701-800

801900

901- 1000

23%

20%

21%

22%

23%

$  7 9 .9 0

s  8 9 .1 5

s 101.54

s 113.93

s 126.33

s 14.85

s  1 4 .6 8

s 17.65

s  2 0 .6 3

s  2 3 .6 1

s 65.05
s 74.47
s 83.89
s 93.30
$102.72

Table 312 - Typical Bill Comparison - RBASICLTariff

kwh b lock

2018 Rate 2015 Rate

R-BASIC L R-12 %Difference

11%

8%

6%

4%

2%

1%

0%

- 1%

-2%

-3%

s 167.27
S 180.68
s 194.10
s 207.51
S 220.92
s 234.33
s 247.74
s 261.16
s 274.57
s 287.98

s
s
S
s
s
s
s
s
s
s

s 151.07

S 167.23

S 183.40

s 199.57

S 215.74

S 231.90

s 248.07

s 264.24

s 280.40

S 296.57

16.20
13.45
10.70
7.94
5.18
2.43

(0.33)
(3.08)
(5.83)
(8.59)

Summer

1001-1100

1101- 1200

1201-1300

1301- 1400

1401- 1500

1501-1600

1601-1700

1701- 1800

1801- 1900

19012000

Winter

1001-1100

1101- 1200

1201-1300

1301- 1400

1401- 1500

1501- 1600

49%

49%

48%

48%

47%

47%

47%

47%

46%

46%

55.13

59.13

63.13

67.12

71.11

75.11

79.10

83.10

87.10

91.09

1601-1700

1701-1800

1801-1900

1901-2000

S 112.14

S 121.55

S 12.0.97

s 140.39

S 149.81

s 159.22

s 168.64

s 178.06

s 187.47

s 196.89

s
s
s
s
s
s
s
s
s
s

S 167.27

s 180.68

s 194.10

s 207.51

s 220.92

S 234.33

S 247.74

S 261.16

s 274.57

s 287.98
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For small customers on the R-XS plan, the rate increase was slightly higher than the average overall

increase of 15.9%. The basic service charges and energy charges increased approximately 15-20% for

this group.

One significant change to the basic rate plans was the elimination of the inclining block energy charges

for summer months in the legacy R-12 tariff. While the kwh energy charges are higher in the RBASIC

and R-BASIC L tariffs relative to the R-XS tariff, they are actually lower than the R12 energy charges for

all usage over 400 kwh per month. As a result, summer bills were not impacted by the new rates and, in

some cases, were projected to decrease. The legacy winter rates, however, were on a single block

charge which increased substantially under the new rate structure, as reflected on the tables above.

Time of Use - Energy Plans

APS customers who were on a two-part rate (a basic service charge per day and an on-peak/off-peak

energy charge) and did not elect a different rate plan were moved onto the R-TOU-E tariff. The new rate

tariff maintained the two-part design, with the peak hours changed to 3:00 p.m. to 8:00 p.m. on non-

holiday weekdays. The new tariff also introduced a super off-peak rate for certain hours during the

winter billing period that is approximately 30% of the normal off-peak energy charge. The bill

comparison with the legacy ET-2 tariff is shown below.

Table 3-13 - Typical Bi ll Comparison - RTOUE Tari ff

2 0 1 8 Rate 2 0 1 5 R ate

R-TOU-E ET-2 D i f f e r enc e

S elec ted

k w h block %

20%

22%

23%

23%

24%

24%

25%

$ 2431
$ 3840
S 5250
$ 6659
$ 8058
s 10885
s 13703

$ 123]6
s 17730
S 23084
$ 28437
$ 33791
S 44499
s 55207

S 14807
S 21570
S 28333
s 35096
$ 41859
s 55384
s 68910

Summer
9011000
1401-1500
19012000
20012500
25013000
30014000
40015000

Winter
9011000
14011500
19012000
20012500
25013000
30014000
40015000

31%

18%

19%

2 0 %

2 1 %

2 1 %

2 2 %

s 3052
s 2904
s 4021
$ 5108
s 6224
s 8427
$ 10631

S 13033
$ 18909
s 24786
s 30652
$ 36538
s 48290
s 60043

s 9981
S 16005
s 20766
s 25554
$ 30314
s 39863
$ 494.12

The increases across all usage blocks were higher than the overall 15.9% projected average. The basic

service charge was reduced in the R-TOU-E, tariff, offset by higher energy rates, especially the off-peak

energy charge. The severity of the increases in the winter period was mitigated somewhat by the new

super offpeak energy charge.
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Dem and  Pl ans

APS offers two demand plans in its current offerings. These plans have a three part structure with a

basic service charge, a demand charge based on the highest hourly on-peak demand, and an energy

charge. The R-2 tariff has a lower demand charge and higher energy charge than the R3 tariff. Most

APS customers on a demand rate as of December 31, 2018 were on the R-3 tarif f . Overland compared

typical bills over a selection of usage blocks from the legacy ECT-2 demand rate to the R-3 tariff below.

Table 314 - Typical Bill Comparison - R-3 De man d Tari ff

Selec ted 2018 Rate 2015 Rate

k w h  b l o c k R 3 EC T 2 Dif ference %

(5.81)
6.65

38.75
43.06
64.15
75.64
77.91

4 %

3 %

17%

15%

20%

18%

16%

$ 137.71
s 208.87
S 271.32
s 330.28
s 385.76
s 498.45
$ 576.26

s 143.53
s 202.22
$ 232.57
S 287.22
s 321.62
s 422.81
s 498.36

s
S
s
s
s
s
s

Summer
9011000
14011500
19012000
20012500
25013000
30014000
40015000

Winter
901-1000
14011500
19012000
20012500
25013000
30014000
40015000

11%

- 8%

5 %

3 %

8 %

8 %

8 %

s 109.66
S 155.13
s 178.63
s 220.76
s 247.98
s 324.77
S 383.89

s 97.29
s 142.59
s 186.67
s 228.30
s 267.48
s 349.51
s 415.64

s (12.37)
s (12.54)
s 8.04
s 7.54
s 19.50
S 24.74
S 31.75

In most instances, bill increases were projected to be lower than the 15.9% overall average, and in some

cases, were expected to decrease. The R-3 tariff had a lower basic service charge and lower average

increases in per-kWh energy charges than other rate plans. These were somewhat offset by demand

charge increases of approximately 30%, which had a greater impact on summer bills that typically have

higher peak demand.

Rate Plan Trans i ti ons

As discussed in other sections of this report, customers were encouraged to compare estimated rates on

the various rate plans and select the most economical plan based on their consumption patterns.

Overland analyzed the typical bills for a selection of usage blocks under various transition scenarios to

determine the impacts of moving to a dif ferent plan, as shown on the tables below.
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Tables 315 and 316 - Typical Bi ll Comparison - Transitions f r o m Basic Rate Plans

Tar i f f

%%

Convers ion from Basic  Rate Tariff to  Ener

Se lec t ed 2018 Rate 2015 Rate
k w h  b l o c k R-TOU-E E-12 Dif ference

Convers ion  from Bas ic  Rate Tarif f  to  Demand Tariff

Se lec t ed 2018 Rate 2015 Rate
k w h  b l o c k R-3 E-12 Dif ference

10%

0 %

4 %

7 %

9 %

12%

14%

2 %

3 %

-9%

- 12%

16%

21%

- 28%

s 134.90
S 215.74
S 296.57
S 377.41
$ 458.24
s 630.81
s 803.38

s 137.71
s 208.87
s 271.32
s 330.28
s 385.76
S 498.45
s 576.26

s 134.90
s 215.74
s 296.57
s 377.41
s 458.24
S 630.81
s 803.38

S 148.07
$ 215.70
s 283.33
s 350.96
s 418.59
S 553.84
s 689.10

s 13.17
s (0.04)
s (13.24)
s (26.45)
s (39.65)
s (76.97)
$(114.28)

s 2.81
s (6.87)
s (25.25)
S (47.13)
S (72.48)
$(132.36)
$(227.12)

Summer
9011000
14011500
1901-2000
20012500
2501-3000
3001-4000
40015000

Winter
9011000
14011500
19012000
20012500
2501-3000
30014000
40015000

2 7 %

2 6 %

2 6 %

2 6 %

2 6 %

2 5 %

2 5 %

- 5%

5 %

5 %

-6%

8 %

9 %

- 1 3 %

Summer
9011000
1401-1500
19012000
20012500
25013000
3001-4000
40015000

Winter
901-1000
14011500
19012000
20012500
25013000
3001-4000
40015000

$ 97.29
$ 142.59
$ 186.67
$ 228.30
s 267.48
S 349.51
s 415.64

S 130.33
s 189.09
s 247.86
s 306.62
s 365.38
s 482.90
s 600.43

s 27.61
S 39.29
s 50.97
s 62.65
s 74.32
s 97.67
s 121.03

s 102.72
s 149.81
s 196.89
s 243.98
s 291.06
s 385.23
s 479.40

$ 102.72
$ 149.81
S 196.89
S 243.98
$ 291.06
s 385.23
$ 479.40

S (5.43)

s (7.22)

s ( 10 .22)

$ ( 15 .68)

S ( 23.58)

S ( 35.72)

S ( 63.76)

Table 3-17 - Tv pical  B i l l  Compar ison - Transi t ions f rom Energy Plan to Demand Plan

%

Selected 2018 Rate 2015 Rate
kwh blow R-3 ET-2 Difference
Summer

9011000
14011500
19012000
2001-2500
25013000
30014000

13.95
31.57
40.49
45.91
47.85
53.46
24.19

11%

18%

18%

16%

14%

12%

4 %

s
s
S
s
s
s
s

s 137.71
$ 208.87
s 271.32
s 330.28
$ 385.76
s 498.45
s 576.26

s 123.76
s 177.30
s 230.84
s 284.37
s 337.91
s 444.99
s 552.0740015000

Winter
3 %

11%

1 0 %

- 11%

1 2 %

12%

- 16%

901-1000
1401-1500
19012000
20012500
25013000
30014000
4001-5000

S 99.81
s 160.05
s 207.66
s 255.54
s 303.14
$ 398.63
S 494.12

s 97.29
s 142.59
s 186.67
s 228.30
s 267.48
s 349.51
s 415.64

S (2.52)
s (17.46)
s (20.99)
s (27.24)
S (35.66)
s (49.12)
s (78.48)

Customers with low energy consumption (less than 500 kwh per month) were moved to the R-XS rate

tariff and were not expected to materially benefit from another rate plan. For moderate and large

customers on basic plans, most would see lower than average bill increases, and in many cases would

see bills decrease on a demand tariff. While the introduction of a demand charge would change the

billing structure for those customers moving from basic and energy rate plans, substantially lower per-
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kwh energy charges and lower basic service charges would potentially offset the demand charge. The

cost advantages from these plans were higher as consumption increased.

The change from the basic rate tariffs to a time-of-use energy tariff had a mixed effect. In similar

fashion to customers previously on timeof-use rate plans, the elimination of the summer inclining block

charge led to projected reductions in the summer bills. However, the winter bills were estimated to

increase more than the 15.9% average due to higher per-kWh energy charges.
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4. AoJusToR MECHANISMS

In addition to base rates which account for a significant portion of the revenues collected by APS, the

utility also employs a number of different adjustor mechanisms. Some of these mechanisms are

designed to match, in a more timely manner, the amount paid by customers for electricity with the

actual costs to supply it. Other adjustor mechanisms fund certain programs costs (e.g, demand-side

management and renewable energy). During 2018, APS had the following adjustor mechanisms:

.

•

.

.

.

•

.

Power Supply Adjustor (PSA),

Transmission Cost Adjustor (TCA),

Lost Fixed Cost Recovery Mechanism (LFCR),

Environmental improvement Surcharge (ElS),

DemandSide Management Adjustment Charge (DSMAC),

Renewable Energy Adjustment Charge (REAC), and

Tax Expense Adjustment Mechanism (TEAM).

Findings

1. As part of the settlement agreement associated with APS's last rate case, $268.0 million of costs

previously recovered through adjustor mechanisms were transferred into base rates, and

prospective tracking of two of the eight adjustors was ended (Four Corners Rate Rider and

System Benefits Adjustment).

2. Prior to this 2017 transfer, APS recognized $430.4 million of adjustor mechanism revenues in

2016, which accounted for 12.8 percent of all revenues recognized during this time period.

3. Attributing the $268.0 million transferred to the adjustor mechanisms that originally generated

their cost recovery, 2018 adjustor mechanism revenues for the six adjustors that continued to

be tracked were as follows:
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Table 41-APS Continuing Adjustor Mechanisms

APS

Continuing Adjustor Mechanisms

(in 0005)

Descr iption 2018

Revenues

(in 000's)

s 113,259
173,260
81,271
4,785

36,382
129,242

$ 538,199

Power Supply Adjustor

Transmission Cost Adjustor

Lost Fixed Cost Recovery Mechanism

Environmental Improvement Surcharge

Demand-Side Management Adjustment Charge

Renewable Energy Adjustment Charge

% of Total

Source: Table 4-11.

This represented a $150.7 million increase over revenues recognized in 2016 for these same six adjustor

mechanisms.

4. The establishment of the new Tax Expense Adjustment Mechanism resulted in a refund to

customers of $119.5 million in 2018.

5. Since the two cancelled adjustor mechanisms had little impact on the change in adjustor

mechanism revenues realized in 2016 and 2018 (approximately a $0.2 million increase), the

net increase in revenues attributed to adjustor mechanisms totaled $31.4 million (2016 vs.

2018) or 7.3 percent. As a percentage of total revenue realized, adjustor mechanism revenues

increased from 12.8 percent to 13.3 percent between 2016 and 2018.

6. Amounts recorded in adjustor mechanism balancing accounts as of December 31, 2018 depict

a negligible $0.3 million total over-collection that will be refunded to customers as these

accounts are trued up in future periods.

Magnitude of Adjustor Mechanism Revenues

Revenues originally attributable to adjustor mechanisms have increased not only in dollar terms but as a

percentage of total APS revenues in the past few years. However, this may not be immediately obvious

but for one of the key terms and conditions of the settlement agreement associated with the company's

last rate case.
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In the 2017 Settlement Agreement, the parties agreed that $267,953,000 of costs previously recovered
through adjustor mechanisms would be transferred into base rates. Although the increase in base rate
revenue caused by this transfer is completely offset by the decrease in adjustor mechanism revenue,
this reclassification also obscures the identity of a portion of revenues originally attributable to adjustor
mechanisms on a prospective basis. For purposes of our analyses, we continue to attribute this
transferred portion of adjustor mechanism revenue to its original classification - in other words, as if no
transfer had occurred. By doing so, it is possible to isolate the impact that these adjustor mechanisms
have had on customers in recent years. This is demonstrated in the following table:

Table 42 - Adjustor Mechanisms and Base Revenues

APS

Adjustor  Mechanism and Base Revenues

(in 000s)

(B)(A) (q = (A) + (B)
Total

Adj Mech
s. Base

Revenues

Adjustor
Mechanism
Revenues

Base
RevenuesDescr iption

s 430,414 s 2,936,856 s
12.8% 87.2%

3,367,270

100.0%

2016 Activ ity

% of Total

s 3,473,888

100.0%

Llnadjusted2018 Activity (1)
% of Total

193,813 S 3,280,075 S

5.6% 94.4%

267,953 (267,953)2017 Adjustor MechanismTransfer (2)

$Adjusted 2018 Activity (3) = (1) + (2) 461,766 S 3,012,122 S 3,473,888

% of Total 13.3% 86.7% 100.0%
Source: Responses to Discovery, Staff 5.6, 5.7, and 6.5 and AppendixD to the Settlement

Agreement related to Acc DecisionNo. 76295 in DocketNos.E-01345A-16-0036 and

E-01345A-16-0123.

As shown in the preceding table, once the 2017 rate case transfer is accounted for, adjustor mechanism
revenues increased from S430,414,000 in 2016 to $461,766,000 in 2018 and also comprise a larger
portion of total revenues (13.3% vs. 12.8%1.1

A discussion of each of the current adjustor mechanisms follows.

1 2016 adjustor mechanism revenues include $42,929,000 associated with the Four Corners Rate Rider and the
System Benefits Charge, both of which no longer exist (Response to Discovery, Staff 6.5). The 2017 transfer also includes
$43,066,000 of revenues associated with these two adjustor mechanisms.

4 3© 2019 OVERLANO CONSULTING

ACC000275



Draft- For Discussion Purposes Only

Power Supply Adjustor (PSA)

The PSA mechanism was originally approved by the Commission on June 28, 2007 in Decision No. 69663

and subsequently amended in later decisions, including the most recent rate case (Decision No. 76295

dated August 18, 2017). The PSA mechanism is designed to recover fuel and purchased power costs and

other production-related variable costs to the extent those costs deviate from the utility's base PSA cost.

The base fuel and purchased power costs amount to $0.030168 per kwh, a rate which was authori2ed in

Decision No. 76295. Other components of the PSA include environmental chemical costs for lime,

sulfur, and ammonia used at fossil fuel generation sites and the net margins from the sales of emission

allowances. As with the fuel and purchased power costs mentioned previously, the PSA allows for the

refund or recovery of chemical costs that deviate from the base cost amount of $0.000500 per kwh and

of margins on the sale of emission allowances that deviate from the base cost amount of ($0.000001)

per kwh. In all cases, the PSA costs permitted for recovery must be prudently incurred.2

Absent express approval from the Commission, the change in the PSA from yearto~year cannot exceed

$0.004 per kwh. However, if conditions lead to extraordinarily high deviations from base costs, the PSA

can be modified mid-year subject to Commission authorization?

The operation of the PSA mechanism includes the computation of a forward component (based on an

expectation of the upcoming year's PSA costs), a historical component (involving the true-up of actual

PSA costs with the recovery of such costs in base rates and the forward component), and (if necessary) a

transition component (only applicable when a mid-year change is authorized)."

The PSA typically adjusts annually at the beginning of February. In 2017, it also was adjusted in the

interim when the most recent rate case was decided. The PSA rate has been as follows in recent years:

2 Response to Discovery, Staff 2.38 (APSAR00293, pp. 12 of 20).
3 Response to Discovery, Staff 2.38 (APSAR00293, p. 2 of 20).
4 Response to Discovery, Staff 2.38 (APSAR00293, p. 2 of 20). No transition component has been included in the PSA

since 2015 (interview of company personnel on April 11, 2019).
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Table 4-3 - PSA Rate (per kwh)

I

0 I  oI  o

%
Chan e

NMF

Historical
Com r e n t

(0.000321)
(0.000321)
0.002546
0.001122

720.7%
-63.6%

Total
Rate

(0.001348)
0.000555
0.004555
0.001658

APS
PSA Rate

er kwh
Time Period Fonuard

for the eriod be inning Com rent
February 1, 2017 (0.001027)
August 19, 2017 0.000876
February 1, 2018 (A) 0.002009
Februa 1 2019 0.000536
Source: 2018 Pinnacle West Form 10-K, p. 121.

(A) The increase in rates as of February 1, 2018 was capped at $0.004 kwh.
Amounts in excess of this cap were carried forward to future time periods.

The associated regulatory asset account, which accounts for the true-up of actual costs incurred and
costs recovered through customer rates, has experienced the following activity during 2018:
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Table 4 4 - Deferred Fuel and Purchased Power Regulatory Asset

APS
Defer r ed  Fu el  an d  Pu r ch ased  Po w er  Reg u lat o r y  Asset

in  000s

Tw el v e Mo n t h  En d ed
Dec  31,  2018

in  000' s

s 75,637

78, 277

(116,750)

$ 37, 164

Beginning Balance
Deferred Fuel and Purchased Power Costs - Current Period
Amounts Refunded / (Char ed) to Customers
End if Balance
Source: 2018 Pinnacle West Form 10-K, . 121.

Comparing PSA adjustor revenues recognized both before and after the most recent rate case, they

Increased from $32,872,000 in 2016 to $113,259,000 in 2018. This reflects a monthly increase of

$6,599,000. 2016 monthly PSA adjustor revenue ranged from ($8,301,000) to $5,278,000 while 2018

monthly PSA adjustor revenue ranged from $1,026,000 to $14,236,000.5 Adjustor revenues for all

months in 2016, 2017, and 2018 can be found in Attachment 4-1.

Transmission Cost Adjustor (TCA)

The Federal Energy Regulatory Commission (the FERC) regulates rates for wholesale power sales and

transmission services. With the introduction of a formula rate-setting methodology at the FERC in 2008

to more accurately reflect and recover certain costs that APS incurs in providing transmission services,

the Arizona Corporation Commission decided to permit the recovery of charges for transmission costs

associated with serving the utility's retail customers through an automatic adjustment mechanism

rather than pursuant to a formal application (2012 Settlement Agreement). However, the Commission

retains the right to suspend such changes as it sees fit.°

The TCA includes the formula~driven Network Integration Transmission Service (NITS) filed with the

FERC as well as other ancillary services. The formula rate is updated annually on June 1. Unlike the

NITS, ancillary services charges are subject to change only after a separate filing is made by APS with the

FERC.7

When applied to APS's Retail Electric Rate Schedules, the TCA takes the form of a monthly kwh charge

for Residential Service Customers and those General Service Customers with less than or equal to 20 kW

of power. The TCA is applied as a monthly kW charge to all other Standard Offer customers."

5 Obtained or derived from Response to Discovery, Staff 5.6.
6 2018 Pinnacle West Form 10K, pp. 18 and 121 and Response to Discovery, Staff 2.38 (APSAR00294, p. 1 of 35).
7 2018 Pinnacle West Form 10K, p. 122 and Response to Discovery, Staff 2.38 (APSAR00294, pp. 1-2 of 35). According

to the company, adjustments for ancillary services have not been made to the TCA since the 19905 (interview of company
personnel on April 11, 2019).

a Response to Discovery, Staff 2.38 (APSAR00294, p. 1 of 35).
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For the twelve-month period beginning June 1, 2017, APS'sannual wholesale transmission rates for all
users of its transmission system increased by approximately $35.1 million in accordance with the FERC-
approved formula. In the following year beginning June 1, 2018, the same rates decreased by $22.7
million. Some of this decrease in 2018 is attributable to the reduced federal corporate income tax rate
resulting from the Tax Cuts and Jobs Act.9

As part of the 2017 Settlement Agreement, $128,785,000 of TCA costs were transferred from the
adjustor mechanism to base rates. Taking this transfer into account, TCA adjustor revenue increased
from $139,150,000 in 2016 to $173,260,000 in 2018 ($128,785,000 transferred + $44,475,000
associated with the 2018 adjustor mechanism). This reflects a monthly increase of $3,706,000. 2016
monthly TCA adjustor revenue ranged from $6,701,000 to $19,100,000 while 2018 monthly TCA adjustor
revenue (including the amount transferred in 2017) ranged from $7,571,000 to $19,775,000.'0 Adjustor
revenues for all months in 2016, 2017, and 2018 can be found in Attachment 4-1, exclusive of the 2017
transfer.

The TCA balancing account, which captures differences between the approved revenue requirement and
the actual revenue, had the following activity in 2018:

Table 4-S - TCABalancing Account

APS
TCA Balancing Account

in 000s
Twelve Month  Ended

Dec 31, 2018
in 000's

sBeginning Balance
Current Period Deferral
Current Revenue Offset

1,220
7,304
3,891

End if Balance
Source: Res onse to Discove , Staff 6.3.

This suggests that customers will eventually be billed $4,633,000 in the future through balancing
account trueups. A reconciliation of the amounts recognized in 2018 TCA mechanism revenues and the
components of the above balancing account is provided in Attachment 4-2.

9 2018 Pinnacle West Form 10K, p. 122.
10 Obtained or derived from Response to Discovery, Staff 5.6 and Appendix D to the Settlement Agreement related to

Acc Decision No. 76295 in Docket Nos. E01345A-160036 and E01345A-160123. For purposes of calculating the monthly
range, we allocated the 2017 transferred amount equally among the 12 months of 2018.
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Lost  Fixed Cost  Recovery Mechan ism (LFCR)

The LFCR is designed to recover fixed costs of providing services (e.g., power poles, wires, other delivery

infrastructure) that would otherwise have been collected but for mandated energy efficiency and

distributed generation requirements which effectively reduce customer energy consumption. The

kWh's lost from energy efficiency programs are based on a third-party evaluation while kWh's lost from

distributed generation are determined from metered output from such units. After initial establishment

in the 2012 Settlement Agreement, the current LFCR was approved by the Commission in the utility's

last rate case (Decision No. 76295) on August 18, 2017.11

The LFCR adjustment is subject to an annual 1 percent year-over-year cap of retail revenues. Any

amount in excess of this cap is deferred for collection to future adjustment periods. The LFCR

adjustment is applied as a kW charge for customers on a demand rate and a kwh charge for those with

an energy-only rate.12

Prior to the 2017 Settlement, the energy-only customers experienced adjustments of 3.1 cents per

residential kwh lost and 2.3 cents per non-residential kwh lost. Those amounts were revised to 2.5

cents per kwh lost for both residential and non-residential customers in the 2017 Settlement.

Effective for the first billing cycle of April 2017, the Commission approved an LFCR adjustment of $63.7

million as requested by APS. The Commission next approved a $60.7 million adjustment (a $3 million

per year decrease) effective as of March 1, 2019. Although the utility has recently filed an annual LFCR

recovery amount of $36.2 million (a $24.5 million decrease from previous levels), the Commission has

not yet authorized this rate request.13

As with the TCA, LFCR costs were transferred to base rates as part of the settlement agreement

associated with the last rate case. The total amount of LFCR costs transferred was $46,054,000.

Compared to 2016 LFCR adjustor revenues of $62,649,000, 2018 LFCR adjustor revenues were higher by

approximately 30 percent ($46,054,000 transferred + $35,217,000 associated with the 2018 adjustor

mechanism = $81,271,000 vs. $62,649,000). This is equivalent to a monthly increase of $1,552,000 in

LFCR adjustor revenues. In 2016, the LFCR adjustor revenues ranged from $3,006,000 to $12,028,000

while 2018 LFCR adjustor revenues (including the 2017 transferred amount into base rates) ranged from

$3,426,000 to $7,934,000.1" Adjustor revenues for all months in 2016, 2017, and 2018 can be found in

Attachment 41, exclusive of the 2017 transfer.

11 Bill explanation obtained from the APS website, Response to Discovery, Staff 2.38 (APSAR00295, p. 1 of 12), and
2018 Pinnacle West Form 10K, p. 122.

12 Response to Discovery, Staff 2.38 (APSAR00295, pp. 23 of 12).
13 2018 Pinnacle West Form 10K, pp. 122123. Delays in the implementation of the LFCR adjustment have no adverse

impact on APS as over or underrecoveries of costs are trued up in a balancing account.
14 Obtained or derived from Response to Discovery, Staff 5.6 and Appendix D to the Settlement Agreement related to

Acc Decision No. 76295 in Docket Nos. E01345A-160036 and E01345A-160123. For purposes of calculating the monthly
range, we allocated the 2017 transferred amount equally among the 12 months of 2018.
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The LFCR balancing account, which recovers costs from customers with a one-year lag, had the following

activity in 2018:

Table 46 - LFCR Balancing Account

APS
LFCR Balancing Account

in 000s
Twelve Month Ended

Dec 31, 2018
in 000's

SBeginning Balance
Current Period Deferral
Current Revenue Offset

59,844
33,804
61,213

End if Balance
Source: Res onse to Discove , Staff 6.3.

The ending balance of $32,435,000 will be collected from customers in future periods through balancing

account trueups. A reconciliation of the amounts recognized in 2018 LFCR mechanism revenues and

the components of the above balancing account is provided in Attachment 42.

Environmental Improvement Surcharge (ElS)

The ElS provides for the recovery of the capital carrying costs of actual environmental investments made

by APS not already recovered in base rates (as approved in Decision No. 76295) or through another

Commission-approved adjustment. It is computed using qualifying investments closed to plant-in-

service during the preceding calendar year. Qualifying investments include projects designed to comply

with established environmental standards for water, waste, and air including, but not limited to,

restrictions on carbon dioxide, sulfur oxide, nitrogen oxide, particulate matter, volatile organic

compounds, and toxins. Capital carnying costs will consist of a return on qualified net plant (using the

utility's approved weighted average cost of capital), depreciation expense, income taxes, property taxes,

and associated O&M expense."

The ElS adjustment is assessed to customer bills using a per kwh rate. However, the rate will not exceed

$0.00050 per kwh, which is an increase from the previous cap of $0.00016 per kwh."

In 2017, pursuant to the settlement agreement associated with the company's last rate case, $2,459,000

was transferred from the ElS adjustor mechanism to base rates. This resulted in an increase in annual

revenues attributable to the ElS of $764,000 ($2,459,000 transferred + $2,326,000 associated with the

2018 adjustor mechanism = $4,785,000 vs. $4,021,000 associated with the 2016 adjustor mechanism).

On a monthly basis, this only amounted to a $64,000 increase which involved amounts ranging from

is Response to Discovery, Staff 2.38 (APSAR00296, pp. 12 of 6).
is Response to Discovery, Staff 2.38 (APSAR00296, p. 1 and 3 of 6) and 2018 Pinnacle West Form 10K, p. 117.

© 2019 OVERLANO CONSULTING 4 9

ACC000281



Draft- For Discussion PurposesOnly

$190,000 to $502,000 in 2016 and $203,000 to $547,000 in 2018.17 Adjustor revenues for all months in
2016, 2017, and 2018 can be found in Attachment 4-1, exclusive of the 2017 transfer.

The ElS balancing account experienced the following activity in 2018:
Table 4-7 - ElS Balancing Account

APS
ElS Balancing Account

in 000s
Twelve Month Ended

Dec 31, 2018
in 000's

s
54

Beginning Balance
Current Period Deferral
Current Revenue Offset
End if Balance
Source: Res onse to Discove , Staff 6.3.

The ending balance of $54,000 will be collected from customers in future periods through balancing
account true~ups. A reconciliation of the amounts recognized in 2018 ElS mechanism revenues and the
components of the above balancing account is provided in Attachment 4-2.

Demand-Side Management Adjustment Charge (DSMAC)

The DSMAC was originally approved by the Commission in Decision No. 67744 and most recently revised
in Decision No. 76295. The DSMAC provides for the recovery of demand-side management (DSM)
program costs and energy efficiency performance incentives. DSM program costs are limited to those
programs approvedby the Commission in the annual Energy Efficiency Implementation Plan (a.k.a. the
Demand Side Management Implementation Plan).18 These costs include, but are not limited to,
program development, implementation, promotion, training, marketing, communication, advertising,
research 81 development, and measurement evaluation and research. Performance incentives represent
a percentage of the net economic benefits from approved energy efficiency programs."

The DSMAC is applied as either a monthly kwh charge or a kW demand charge depending on the nature
of the customer's rate plan. It is calculated by projecting program costs and performance incentives for
the upcoming year, adjusted by the over or under-collection of costs in previous periods. On residential
customer bills, the DSMAC is combined with the Renewable Energy Adjustment Charge and presented as
the "Environmental Benefits Surcharge".2°

17 Obtained or derived from Response to Discovery, Staff 5.6 and Appendix D to the Settlement Agreement related to
ACC Decision No. 76295 in Docket Nos. E01345A160036 and E01345A160123. For purposes of calculating the monthly
range, we allocated the 2017 transferred amount equally among the 12 months of 2018.

18 Response to Discovery, Staff 5.5.
19 Response to Discovery, Staff 2.38 (APSAROOZ97, pp. 12 of 3).
20 Response to Discovery, Staff 2.38 (APSAR00297, p. 3 of 3).
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On August 15, 2017, the Commission approved the utility's amended 2017 amended DSM
Implementation Plan which had a budget of $66.6 million. The company filed its original 2018 DSM
Implementation Plan in the third quarter of 2017 with an amended plan shortly following (November
2017). In this plan, APS proposed modifying the DSM portfolio to better meet system and customer
needs by focusing on peak demand reductions, storage, load shifting and demand response programs in
addition to traditional energy savings measures. The submitted budget for both the original and
amended 2018 DSM Implementation Plan was $52.6 million. The Commission has not yet ruled on the
utility's 2018 amended plan. APS filed a 2019 DSM Implementation Plan on December 31, 2018 with a
budget of $34.1 million. The Commission has not ruled on this plan either."

in 2017, APS transferred $9,993,000 of DSMAC adjustor revenues to base rates pursuant to the rate case
settlement agreement. As a result, 2018 DSMAC adjustor revenues were effectively $15,093,000 lower
than 2016 ($9,993,000 transferred + $26,389,000 associated with the 2018 adjustor mechanism =
$36,382,000 vs. $51,475,000 associated with the 2016 adjustor mechanism). On a monthly basis, this
equates to a decrease of $1,258,000. 2016 DSMAC adjustor revenues ranged from $3,446,000 to
$5,822,000 per month compared to 2018 revenues of $2,413,000 to $3,872,000 per month." Adjustor
revenues for all months in 2016, 2017, and 2018 can be found in Attachment 4-1, exclusive of the 2017
transfer.

As of December 31, 2018, unlike the previous balancing accounts discussed in this chapter, APS had
over-collected amounts associated with its DSMAC mechanism. This can be seen in the following table:

Tab le 48 - DSMAC Balancing Account

s

APS
DSMAC Balancing Account

in 000s
Twelve Month Ended

Dec 31, 2018
in 000°s

(5,924)
(1,738)
18,727
26,389

l

Beginning Balance
Current Period Deferral
Current Revenue Offset
End if Balance S
Source: Res onse to Discove , Staff 6.3.

21 2018 Pinnacle West Form 10K, p. 120.

22 Obtained or derived from Response to Discovery, Staff 5.6 and Appendix D to the Settlement Agreement related to
ACC Decision No. 76295 in Docket Nos. E01345A-160036 and E01345A-160123. For purposes of calculating the monthly
range, we allocated the 2017 transferred amount equally among the 12 months of 2018.
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The ending balance of ($26,389,000) will be refunded to customers in future periods through balancing

account true-ups. A reconciliation of the amounts recognized in 2018 DSMAC mechanism revenues and

the components of the above balancing account is provided in Attachment 42.

Renewable Energy Adjustment Charge (REAC)

In 2006, the Commission adopted the Renewable Energy Standard (RES). Under the RES, utilities

regulated by the Commission must supply an increasing percentage of their retail electric energy sales

from renewable sources, such as solar, wind, biomass, biogas, and geothermal technologies. In 2019,

the renewable energy requirement is 9 percent of retail electric sales, and in 2025, it will be 15 percent.

In the past, APS has committed to use its best efforts to add new sources of renewable energy over and

above the RES requirements. APS met its renewable energy commitment in 2015 which was

memorialized in its 2009 general retail rate case settlement agreement."

in concert with the RES, a tariff was established which is designed to recover the costs incurred by APS

to met its annual renewable energy requirement (Schedule REAC-1). Schedule REAC-1 recovers the cost

of renewable energy programs included in the utility's annual Renewable Energy Standard

Implementation Plan and approved by the Commission that are not otherwise recovered in base rates or

other adjustor mechanisms. Similar to the DSMAC, allowable costs include, but are not limited to,

program development, implementation, training, marketing, communication, advertising, monitoring,

and evaluation. They also include capital carrying costs for renewable energy-related capital

investments. In this context, capital carrying costs include a return on the investment (using the utility's

approved weighted average cost of capital), depreciation expense, income taxes, property taxes,

deferred taxes and tax credits, and associated O&M expense."

Schedule REAC-1 is revised annually to recover projected allowable costs for the upcoming calendar

year. If there is an over- or under-collection of costs in a given period, it will be trued up in a subsequent

calendar year."

The REAC takes the form of a monthly kwh charge. It is subject to a surcharge limit calculated for

specific customer classes as determined by APS and approved by the Commission. As noted previously,

it is combined with the DSMAC on residential customer bills and presented as the "Environmental

Benefits Surcharge".26

APS transferred $37,596,000 from its REAC adjustor mechanism to base rates in 2017 as a result of the

rate case settlement agreement. 2018 REAC adjustor revenues are effectively $31,924,000 higher than

2016 REAC adjustor revenues as a result ($37,596,000 transferred + $91,646,000 associated with the

2018 adjustor mechanism = $129,242,000 VS. $97,318,000 associated with the 2016 adjustor

23 2018 Pinnacle West Form 10K, p. 14.
24 Response to Discovery, Staff 2.38 (APSAR00298, p. 1 of 2).
2s Response to Discovery, Staff 2.38 (APSAR00298, p. 2 of 2).
26 Response to Discovery, Staff 2.38 (APSARO0298, p. 2 of 2 and APSAR00297, p. 3 of 3).
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mechanism). On a monthly basis, this amounts to a $2,660,000 increase in revenues. 2016 monthly
REAC adjustor revenues ranged from $7,291,000 to $9,235,000 compared to 2018 REAC adjustor
revenues which ranged from $8,854,000 to $12,429,000.27 Adjustor revenues for all months in 2016,
2017, and 2018 can be found in Attachment 4-1, exclusive of the 2017 transfer.

Like the previous balancing account, the REAC balancing account as of December 31, 2018 was in an
over-collected position as noted in the following table:

Table 49 - REAC Balancing Account

APS

REAC Balanc ing  Account

in  000s

Tw el v e Mo n t h  En d ed

Dec 31,  2018

in  000' s

s (23,155)
94,571

116,402
44,986

BeginningBalance
Current Period Deferral
Current Revenue Offset
End if Balance
Source: Resonse to Discove

s
, Staff 6.3.

The ending balance of ($44,986,000) will be refunded to customers in future periods through balancing
account trueups. A reconciliation of the amounts recognized in 2018 DSMAC mechanism revenues and
the components of the above balancing account is provided in Attachment 42.

Tax Expense Adjustment Mechanism (TEAM)

The TEAM was approved in the August 18, 2017 decision by the Commission (Decision No. 76295) to
enable the pass through of material income tax effects resulting from potential federal income tax
reform legislation to customers. Later that year, the Tax Cuts and Job Act was enacted, and as a result,
the corporate tax rate was reduced from 35 percent to 21 percent effective on January 1, 2018.28

The calculation of the TEAM includes the following components"

.

.

The change in the federal income tax rate from that applied to the utility's adjusted 2015 test
year,

The annual amortization of any resulting change in the excess deferred income tax regulatory
account compared to the utility's adjusted 2015 test year, and

27 Obtained or derived from Response to Discovery, Staff 5.6 and Appendix D to the Settlement Agreement related to
ACC Decision No. 76295 in Docket Nos. E-01345A-160036 and E-01345A-160123. For purposes of calculating the monthly
range, we allocated the 2017 transferred amount equally among the 12 months of 2018.

z8 Response to Discovery, Staff 2.38 (APSAR00299, p. 1 of 15) and 2018 Pinnacle West Form 10K, p. 58.
29 Response to Discovery, Staff 2.38 (APSAR00299, p. 1 of 15).
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. The change in permanent income tax adjustments compared to those taken in the utility's
adjusted 2015 test year.

The TEAM is passed through to customers on a per kwh basis using forecasted retail sales. Any
differences between the calculated annual tax expense adjustment and the amounts applied to
customers' bills as well as differences between actual and forecasted retail sales will be trued up in a
subsequent period.3°

Because of the significant decrease in corporate tax rates, the TEAM adjustor mechanism reduced
customer billings in 2018 by $119,499,000. If not for this offset, total adjustor mechanism revenues
would have been nearly $151 million higher in 2018 than 2016 if the effect of the rate case transfer was
taken into account."

As can be seen in the following table, APS owed its customers $3,237,000 for over-collections associated
with the TEAM as of December 31, 2018:

Table410 -TEAMBalancing Account

APS
TEAM Balancing Account

in 000s
Twelve Month Ended

Dec 31, 2018
in 000's

s
(19,181)
15,944

3,237

BeginningBalance
Current Period Deferral
Current Revenue Offset
End if Balance S
Source: Res onse to Discove , Staff 6.3.

The ending balance of ($3,237,000) will be refunded to customers in future periods through balancing
account true-ups. A reconciliation of the amounts recognized in 2018 TEAM revenues and the
components of the above balancing account is provided in Attachment 4-2.

Periodic Adjustor Mechanism Review

Subject to each adjustor mechanism's Plan of Administration, the adjustor mechanisms undergo an
annual recalculation and filing which necessitates an internal review by the company as well as Staff or
external consultant review once the filing has been submitted but prior to implementation.

30 Response to Discovery, Staff 2.38 (APSAR00299, p. 2 of 15).
31 This result includes both the Four Corners Rate Rider and System Benefits Adjustment cumulative transfer of

$43,066,000 which involves adjustor mechanisms that are not currently in use.,
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In addition to this routine review, adjustor mechanism implementation is reviewed by APS's internal

audit department as part of the Company's required annual Sarbanes-Oxley testing. External auditors

also consider the impact that adjustor mechanisms may have on the fair presentation of financial

information released to the public as part of the Company's annual and quarterly release of financial

statements.

Finally, the PSA is subject to a periodic audit by a consultant selected by Staff and funded by APS

pursuant to Decision No. 73183. Typically designed to coincide with APS rate case test years, the most

recent audit involved the time period from January 2015 to March 2016.32

Pre- and Post-Rate Case Impact on APS Revenues

In 2016, adjustor mechanism revenues totaled $430,414,000. This included $387,485,000 of revenues

associated with the seven adjustor mechanisms currently in use (discussed above) and $42,929,000

associated with the Four Corners Adjustment and an incremental System Benefits Adjustment which are

no longer separately being tracked. As part of the settlement agreement that was adopted in Decision

No. 76295 by the Commission to address most matters raised by parties in APS's last rate case,

$267,953,000 of cost recovery was transferred from the adjustor mechanisms to base rates. This

included $224,887,000 related to current adjustor mechanisms and $43,066,000 related to adjustor

mechanisms no longer in use.

As previously noted, when comparing revenues generated by adjustors prior to and after the new rates

were adopted in the last rate case, the amounts transferred (see above) should be considered. In

essence, the transfers are a reclassification (re-naming) of mechanisms to recover past costs on a

prospective basis. Combining historical adjustor mechanism rates with base rates does not change the

fact that past adjustor costs are still being recovered in the new bundled base rates. With this in mind,

the effective change in the adjustor mechanism revenues between 2016 (the year prior to the rate

change) and 2018 (the year after the rate change) is as follows:

• With respect to the six adjustor mechanisms which were employed both before and after the

new rates took effect, the increase in adjustor mechanism revenues between 2016 and 2018

was $150,714,000 (38.9%),

. The Tax Expense Adjustor Mechanism was a new adjustor mechanism adopted in the most

recent rate case. Its inclusion in 2018 adjustor mechanism revenues resulted in a decrease of

$119,499,000 to customers' benefit.

. Combining the data from the previous two bullets, the net change in current adjustor

mechanism revenue between 2016 and 2018 was an increase of $31,215,000 (8.1%),

32 Response to Discovery, Staff 5.8.
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The recovery of costs for two adjustor mechanisms, the Four Corners Rate Rider and the System

Benefits Adjustment, were transferred to base rates, and separate tracking of applicable costs

was ended. When compared to 2016 adjustor mechanism revenues for these two trackers,

2018 revenues increased by $137,000 (0.3%).

In total, adjustor mechanism revenues increased by $31,352,000 (7.3%) between 2016 and

2018.

Annual data for individual adjustor mechanisms is summarized in the following table:

Table 411 - APS Adjustor Mechanism Revenues

APS
Adjustor Mechanism Revenues

in 000s

(2)
2017

Transfer

$32872
139,150
62649
4,021

51,415
97318

128,785
46,054
2459
9993

375968
387 485

(5) : (4) (1)
S Increase /
Decrease

s 80387
34,110
18,622

764
(15093)
31924

150 714
119,499

(3)
Unadjusted

2018
113159
44,475
35,217
2326

26389
91646

313 312
119,499 r - m a

:mum
: Inna

(6) = (5) + (1)
% lnaease /

Decrease
244.5%

24.5%
29.7%
19.0%

-29.3%
32.8%
38.9%

100.0%
8.1%
2.3%
8.7%

1,304
1167

137

Z -

I Hslum! 7.3%12115131

(4) : (2) + (3)
Adjusted

2018
power Supply Adjustor S S S 113,259
Transmission Cost Adjustor 173,260
Lost Fixed Cost Recovery Mechanism 81,271
Environmental Improvement Surcharge 4785
Demand-Side Management Adjustment Charge 36382
Renewable Ener Adustment Char e 129242
Continuous Adustor Mechanism Sub-Total 538 199
Tax Ex erse Adustment Mechanism 119,499
Current Adustor Mechanism Sub-Total 387 485 224 887 418 700
Four Comers Rate Rider 56,366 57,670 57,670
s stem Benefits Adustment 13437 14604 14604
Obsolete Adustor Mechanism SubTotal 42 929 43 066 43 066
Adustor Mechanism Grand Total S 430 414 267 953 461 766
Source: Responses to Discovery, Staff 5.6 and 6.5 and Appendix D to the Settlement Agreement related to ACC Decision No. 76295

in Docket Nos. E-01345A16~0036 and E-01345A~16-0123.

Monthly adjustor mechanism revenue for the time period from 2016 to 2018 can be found in

Attachment 4-1.
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5. RATE REVIEW

As filed by the Company, APS's 2018 rate of return on original cost rate base was 7.32% based on inputs

of $576,443,000 of operating income and $7,876,150,000 of rate base. However, neither of the

Company's provided inputs (operating income or rate base) were adjusted "... to obtain a normal or

more realistic relationship between revenues, expenses and rate base" as APS views this exercise as only

necessary to prospectively determine a revenue requirement for purposes of developing rates?

While our analysis is not intended to replicate that which would be performed in a typical rate case, in

order to determine an estimate of ACC jurisdictional revenue requirements during the period under

review (2018), it is necessary to gain an understanding of the utility's financial results for the purpose of

identifying underlying reasons for performance as well as to make reasonable comparisons when

reaching conclusions regarding the extent of deviations from authorized returns. After performing this

analysis, we conclude that APS had an ACC jurisdictional revenue surplus of approximately $105 million

based on 2018 operations. The rest of this chapter provides the basis for this conclusion.

in order to develop an estimate of the revenue requirement based on 2018 operations, we have

employed the model used by the Commission in past rate cases. However, given that the scope of this

engagement is significantly different from a rate case review, we have made a number of modifications

to the inputs to simplify our analysis. We do not believe that these simplifying assumptions have a

material effect on the results of our analysis or the conclusions that we reach. Simplifying assumptions

include:

Use of an average rate base determined by year-end 2017 and 2018 balances,

No consideration of post-2018 plant additions, and

Limiting remaining pro forma adjustments principally to those with either the largest impact in

the past rate case or those independently identified through 2018 variance analysis.

Findings

1. In 2018, APS earned $66.0 million more than the previous year and $58.2 million more than its

budget. The principal reasons for this out-performance are addressed in the "Revenues and

Expenses" section of this chapter.

2 . APS's rate base increased significantly from the balances proposed by the Company in the last

rate case to that in existence during 2018. Most of this increase was attributable to the

increase in net plant in service. Among the largest projects that APS closed into plant in

service during this time period were those associated with the permitting, engineering, and

1 Response to Discovery, Staff 2.42.
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constructing of the Selective Catalytic Reduction Equipment at Units 4 and 5 of the Four

Corners Power Plant and the construction of a 500 kV line between Sun Valley and Morgan.

3. Partially offsetting the increases in gross plant in service were increases to accumulated

depreciation which were partially driven by APS's larger depreciable plant balance and

partially by increases in depreciation rates granted in the last rate case.

4. Total cumulative capital spending by APS in 2017 and 2018 largely tracked that which was

budgeted (actual spending exceeded budget by only 1.0%).

5. To develop an estimate of the revenue requirement for APS based on 2018 operations,

Overland employed the model used by the Commission in past rate cases and adjusted reported

results of operations by normalizing unusual developments and applying past Commission policy

to issues with the potential for the most significant change in results. Adjustments

recommended by Overland included the normalization of weather, the removal of certain types

of incentive compensation, the normalization of pension and OPEB costs, and the

synchronization of interest expense.

6. Using Overland's independently-determined weighted average cost of capital for APS in 2018

(6.79%), a net decrease from currently authorized rates of $105.0 million is indicated.

7. Overland calculated an estimate of APS's 2018 weighted average cost of capital using an ROE

of 9.00%, cost of debt of 4.19%, and a capital structure of 54.1% common equity and 45.9%

long-term debt.

8. Based on our review of 2018 actual cost allocations and affiliate transactions, we believe that

they can be relied upon for purposes of this review.

Revenues and Expenses

In 2018, APS had the following results of operations:2

2 Amounts presented are for the total company.
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Table 51 - 2018 Results of Operations

2018 ActualDescription 2018 Budget

s

$

3792945

1 0 8 9 3 8 2

2,703,563 $

s$

$

949131

590,804

213852

949,776

233839

(24557)

(66467)

806,961

Revenues

Cost of Revenues

Gross Margin

Operations and Maintenance
Depreciation and Amortization

Other Taxes

Operat ing Margin

Interest Expense

Pension and OPEB NonService Credits net

Ot her

Income Before Income Taxes

Income Taxes

APS

Resul ts of Operat ions

2018 Comparision to Prior Year and Budget

(in 000s )

2017 Actual Over /  (Under)

s 3557653 s 130689

999453 97064

2,5ss,200 $ 33,625 $

917983 51244

532,422 48,272

183,254 28882

$ (94,773) $
17228

(26871)

(26731)

( 5 8 3 9 9 )  s

(124353)

$

Over / (Under)

s (104603)

7135

(111,738)

20096

(10110)

(1,716)

(120,008)

(2448)

(26,685)

(18486)

(72,389)

(130557)

s 58,168

s

275371

531,590

214163

(24371)

(58222)

792971 $

269167

523,804

R00263 p. 20 of 54).

s 3688342

1096517

2,591,825 $

969227

580694

212136

829,768

231391

(51242)

(84953)

734572 $

144814

s 589758 s

Source: Obtained or derived from Response to Discovery Staff 2.11 (APSA

The principal reasons for the increase in gross margin between 2017 and 2018 is the change in retail

base rates that took effect in mid- to late 2017 ($103.7 million) coupled with increases in transmission

revenues ($27.5 million), Renewable Energy Standard surcharges ($19.8 million), and higher customer

growth (516.3 million) which were partially offset by tax-reform~related refunds ($143.3 million). The

under-performance of 2018 gross margin to budget is largely due to the budget being prepared before

federal tax reform had been finalized

Operations and maintenance expenses were higher in 2018 than 2017 because of higher fossil

generation costs that stem largely from higher planned outage costs related to the Four Corners Unit 4

Selective Catalytic Reduction equipment tie-in ($16.8 million), higher corporate support costs due to

increased information technology expenses associated with the rate case and customer care and billing,

licensing costs for new applications and systems, and clean energy / customer education programs and

campaigns ($16.2 million); and higher costs associated with the Renewable Energy Standard (RES) and

Demand-Side Management (DSM) programs ($12.4 million)." According to the Company, spending

levels on outside services related to emerging energy policy issues and third-party software support are

expected to continue in the future while the higher costs for the RES program in particular were driven

largely by the timing of the 2018 adjustor mechanism approval.5 Actual operations and maintenance

expenses exceeded the budget in 2018 primarily due to higher RES and DSM program costs ($18.9

million) which was at least partially caused by the delay in Acc approval of the 2018 DSM

Implementation Plan.°

3 Response to Discovery, Staff 2.11 (APSAR00263, pp. 7 and 9).
4 Response to Discovery, Staff 2.11 (APSAR00263, p. 9).
5 Responses to Discovery, Staff 4.21 and 4.23.
6 Response to Discovery, Staff 4.16.
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Depreciation and amortization expense increased from 2017 to 2018 due to the change in depreciation

rates pursuant to the 2017 Settlement Agreement ($35.0 million) and increases in plant balances ($8.3

million). Higher property values were the primary driver for increases in Other Taxes over the same

time period ($23.5 million). Income taxes decreased both year-over-year and in terms of budget

principally because of the federal tax reform and to a lesser extent by lower taxable income.7

Rate Base

The 2018 year-end original cost jurisdictional rate base submitted by the Company totaled

$7,876,152,000." This compares to the jurisdictional original cost rate base proposed by APS in the last

rate case of $6,771,151,000 for the 2015 calendar test year, which included proposed adjustments to

recognize post-test year plant additions through June 30, 2017. The $1.1 billion change in rate base is

almost exclusively due to the increase in net utility plant in service (gross plant less accumulated

depreciation), which increased from $9.092 billion in 2015 to $10.289 billion in 2018.9

Gross Uti l i ty Plant in Serv ice

Gross jurisdictional utility plant in service increased from a projected $15,436,960,000 in mid-2017 to

$16,537,707,000 in late 2018 according to APS. The principal reason for this increase is the transfer of

costs from construction work in progress to utility plant in service, otherwise referred to as plant

closings. Focusing on the 17 months ended December 31, 2018 (August 1, 2017 - December 31, 2018),

the most significant projects closed into utility plant in service included:10

$215.9 million associated with Four Corners Unit 4 permitting, engineering, and construction of

Selective Catalytic Reduction equipment,

$209.8 million associated with Four Corners Unit 5 permitting, engineering, and construction of

Selective Catalytic Reduction equipment, and

$92.2 million associated with a 500 kV line from Sun Valley to Morgan.

These three projects make up 27.2 percent of the total plant closings to utility plant in service ($1.903

billion) in the seventeen months ending December 31, 2018.11 No other specific project closed by the

utility during this time period exceeded $23.9 million."

7 Response to Discovery, Staff 2.11 (APSAR00263, pp. 7 and 9).
8 Response to pre-filed Discovery, Staff 1.1 (Schedule B1).
9 Response to prefiled Discovery, Staff 1.1 (Schedule B1) and company rate filing in Docket Nos. E01345A160036

and E.01345A160123 (Schedule B1). As noted previously, past Plant in Service has effectively been adjusted to projected
balances as of June 30 2017.

10 Responses to Discovery, Staff 2.32 and Version 2 of Staff 2.34. Since Construction Work in Progress (CWIP) is not
included in rate base, transfers of dollars from CWIP to Utility Plant in Service (plant closings) are a primary reason that Utility
Plant in Service and, correspondingly, rate base are increasing during this time period.

11 Response to Discovery, Staff 2.32.
12 Two blanket work orders, PadMounted Underground Transformers ($41.9 million) and Asset Retirement

Obligations ($28.7 million), were slightly in excess of the $23.9 million.
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With respect to the first two plant closings listed above, as part of the settlement agreement that was

associated with the last rate case, "the parties agree{d] that this Docket shall remain open for the sole

purpose of allowing APS to file a request that its rates be adjusted no later than January 1, 2019 to

reflect the proposed addition of Selective Catalytic Reduction ("SCR") equipment at Four Corners ..."13

On April 27, 2018, APS filed a request for an approval of an adjustment to recover the costs associated

with the Selective Catalytic Reduction equipment at Four Corners. While a hearing has been held on the

matter and an Administrative Law Judge recommendation has been released, no Acc decision had been

issued as of late April 2019.14

Capital  Expenditures

Not surprisingly, these plant closings largely correspond with the capital expenditures that APS made in

2017 and 2018 (capital expenditures are classified initially as Construction Work in Progress and later

transferred to Utility Plant in Service). The following table identifies the projects with the highest capital

spending in 2017 and 2018 along with a summary of other projects:

Table 5-2 - Capital Expenditures 2017-2018

APS

Capital Expenditures
2017 . 2018

Fav / (Unfav)

s$$

(in 000'S)

Project ID

OCC07633

FBC90401

TAI MPSNVLMG N

FCC03864

NUCLEAR FUEL

EDES OVERHD99

RESIDENTIAL

104

(916)

1,371

1875

399

(7766)

4517

(3,623)

$$$_
OCC07633

NUCLEAR FUEL

EDES OVERHD99

RESIDENTIAL

TRANSFORMER

s
$

$
$

$
$

Budget

231,362
75704

71,000
70699
68962

48,138
36854

734,000

1,336,719
113,779

71,863
57,057
32,773

27,895
877633

1,181,000

2,517,719

231,258
76620

69,629
68824
68563

55,904
32,337

737,623
1,340,758

109,401

71,440
61,629
36,538

30,721
893,142

1,202,871

2,543,629

(4,039)
4378

423

(4572)
(3765)

(2826)
(15,509)
(21,871)

(25,910)
_
_

Project Description

Ocotillo Modernization Project
Four Corners Unit 5 SCR System

Sun ValleyTS5Morgan TS9 500
Four Corners Unit 4 SCR Sytem
Nuclear Fuel
Construction OverheadEngineering & Supervision
Service and Line ExtensionsResidential
Other
2017 Subtotal
Ocotillo Modernization Project
Nuclear Fuel
Construction OverheadEngineering & Supervision
Service and Line ExtensionsResidential
Transformers
Other
2018 Subtotal
2017 and 2018 Total
Source: Supplemental Response to Discovery, Sta ff 2.34.

13 Settlement Agreement related to ACC Decision No. 76295 in Docket Nos. E01345A160036 and E01345A-16-
0123, p. 12 of 32.

14 Recommendation of AU Martin dated November 27, 2018 in Docket Nos. E-01345A160036 and E01345A16
0123, p. 8 and email received from ACC Staff on April 24, 2019.
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Aside from the projects related to SCR equipment additions at the Four Corners power plant, APS

devoted extensive resources on the following:

•

•

.

Ocotillo Modernization Project - installation of five new simple-cycle gas turbines, which will

add S10 MW of production 15

Nuclear Fuel - refinement, conversion, enrichment, and fabrication of nuclear fuel materials

into assemblies and components

Construction Overhead-Engineering & Supervision - costs incurred in the course of normal

business but which cannot be directly assigned to a particular function or activity

Service and Line Extensions-Residential - costs to provide new service or upgraded service to

residential customers, additions of new revenue

Transformers - pre-capitalized cost of transformer purchases that are used for additions and

replacements in the distribution system

Of the capital expenditures made in 2017 and 2018, a portion was subject to recovery through adjustor

mechanisms. $211,227,000 and $189,703,000 of capital spending on projects with actual or budgeted

spending of $2 million or more was recovered through the Transmission Cost Adjustor in 2017 and 2018,

respectively. This included the Sun Valley TS5Morgan TS9 500 project that is listed in the preceding

table. Another $24,457,000 and $13,859,000 in capital spending was recovered through the

Environmental Improvement Surcharge in 2017 and 2018, respectively. Finally, $6,354,000 was

recovered in 2018 through the Renewable Energy Adjustment Charge.16

As the preceding table demonstrates, capital spending in the past two years was limited largely to the

amounts budgeted by corporate management. For the two years ended December 31, 2018, capital

expenditures exceeded budget by a cumulative $25.9 million (1.0%). A detail of all 2017 and 2018 APS

capital expenditures by project with an actual or budgeted expenditure greater than or equal to $2

million is provided in Attachment 5-1.

Accumulated Depreciation and Amortization

The principal reasons why APS's accumulated depreciation and amortization balance has changed

recently is the recognition of recurring depreciation expense (an increase to accumulated depreciation

and amortization and a corresponding decrease to rate base) and the accounting for asset retirements

(a decrease to accumulated depreciation and amortization and a corresponding increase to rate base).

15 Parties to the settlement agreement in the last rate case were aware of the Ocotillo Modernization Project and
took steps to defer the costs of owning, operating, and maintaining this plant for possible future rate recovery (see Settlement
Agreement related to ACC Decision No. 76295 in Docket Nos. E01345A160036 and E01345A160123, p. 13 of 32).

16 Obtained or derived from the Response to Discovery, Staff 6.4. ElS and REAC spending amounts were also limited
to projects that had actual or budgeted spending equal to or in excess of $2 million per year.
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APS annual depreciation and amortization expense has increased since the last rate case for a number of

reasons (see earlier discussion of depreciation expense in this chapter). For one, the Acc approved an

increase in depreciation in the last rate case that was a function of a 2016 study and driven by changes

in proposed asset lives, net salvage rates, and the amortization of excess depreciation reserves for Palo

Verde." In addition, as the utility has added to its plant in service in the past year and a half, there are

more assets and a larger base to depreciate.

Asset retirements partially of*fset the increase in accumulated depreciation and amortization balance

attributed to recurring depreciation and amortization expense recognition." The most significant of

asset retirements that occurred in the seventeen months ended December 31, 2018 are summarized in

the following table:

Table 5-3 - Asset Retirements, Aug. zo17 - Dec. 2018

Amount

APS

Accumulated Depreciation and Amortization

Asset Retirements

August 2017 December 2018

( in 000's )

Acct Work Order No.

99RETMISC

99RETMISC

99RETMISC

FCC03875

99RETMISC

99RETMISC

99RETMISC

T20905

Description

30320 Purchased SW 10 Yr

30320 Pur Softwa re 10 Yr

30310 Purchased SW 5 Yrs

31202 Boilers, FC 4,5 SCE

39110 Computer HW & Equip
30310 Purchased SW 5 Yrs

39700 Communication Equip

30330 InHouse sw 5 Yrs

Other

69,582

44,877

10,378

8,298
7,840

7,419

6260

5,847

184993

Total $ 345,494_
Source: Responses to Discovery, Staff 2.36 and Staff 8.6.

No other asset retirement made by APS in the seventeen months ended December 31, 2018 exceeded

$5 million.

Many of the largest asset retirements in late 2017 and 2018 were related to computer systems that had

reached the end of their useful lives. In 2017, APS placed into service a new Customer Information

System which replaced an outdated system that had been installed in 1998. The retirement of the old

Customer Information System is captured in three of the projects listed in the preceding table

($69,582,000, $10,378,000, and $7,419,000). In early 2018, the Distribution Operations Management

System (DOMS) was replaced by the Advanced Distribution Management System (ADMS). The retired

DOMS is listed as two different projects in the preceding table ($44,877,000 and $7,840,000).

17 Settlement Agreement related to Acc Decision No. 76295 in Docket Nos. E01345A160036 and E01345A-16-
0123, p. 9 of 32.

18 Based on a review of the balances submitted by APS for yearend 2017 and 2018 in Supplemental Response to
Discovery, Staff 3.6 and Response to PreFiled Discovery, Staff 1.1.
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In late 2018, the Horizontal Reheat Bank was replaced with a similar asset ($8,298,000). APS retired

some obsolete communication relays and paging equipment in mid-2018 ($6,260,000). Finally, the

Company retired some out-dated customer bill printing software in late 2018 ($5,847,000).19

A listing of all rate base components is provided in Attachment 5-2.

APS 2016 Depreciation Study

Based upon a depreciation study, APS proposed to increase rates from a composite average of 2.45% to

2.99%. This resulted in a proposed increase of $70,971,863. (Ronald White Testimony, p. 11) The total

adjustment (#30) was $75,989,000. (Schedule C-2, p. 10 of 16). The difference is primarily attributable

to the armualization of depreciation expense. (Testimony of Elizabeth Blankenship, p. 26).

Staff proposed to reduce the APS adjustment by $29,063,000 total company and $28,118,000 ACC

jurisdictional. (Smith, p. 70 and RCS-2, p. 33 of 51)

The Settlement Agreement provides for a reduction in the APS annual depreciation expense of "$20

million per year, resulting in a $61 million increase in depreciation expense..." (p 9 of 32). This

reduction was composed of three elements: a $21 million decrease in Palo Verde depreciation, an $8

million decrease in distribution depreciation; and a $9 million increase in Cholla Unit 2 amortization."

The following table provides a summary of the APS depreciation and amortization expense for 2017 and

2018, and the primary factors causing variations in 2018 relative to 2017.

19 Response to Discovery, Staff 8.6.
20 Response to Discovery, Staff 3.2.
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Table 5-4 - Depreciation and Amortization Summary, 20172018

APSTOTAL

(dollars in thousands)
2017532423 CHANGE

4 8 2 7 1

2018
580694

v

(624)
20361

2148
26s2

(524)
17434

2,148
(5259)
(4533)
9434

11413
13844

7198

10136
16990
32160

s076
(6771)

14198
99 326

2927 IA1

(0)
7911 IA]
4533 [Bl

702 [Bl
5577 :Al

18316 [Al
87B [Al

(6771)[B]
14198 [Bl
is 271

PVVIE Rent Levelizaion (a)
SCE Acquisition Adjustment Amortization (b)
PV Decommi oning(c)
AG1 Deferral{d)
Naiajo Defend {e)
navajo Reg Asset Amortization (e}
Cholla Unit 2 Deferred Amortization (f)
Change in Rates (8)
SCE Cost Deferrals(h)
FC SCR Deferral (i)
Plant Additions
VARIA NCE EXPLAINAUOIG 51055

Rate s

Plant
I I I
(Bl

35609

12652

4 8 2 7 1

(a)ln July 2014 APS extended the Pvleasehold Improvement life to 2033. A rent levellzatlon adjustment was required as part of this extension. The
Increased depreciation is offset with a decrease in the monthly net Income attributable tononcontrolling interests. in December 2015 the rent
levelization related to the PVSLB was fully realiaed.The remalninglease was over paid and as such a decrease to depreciation Is recorded with an
offsetting Increase in the monthly net income attributable to noncontrolling interests.

(b) On December 23 2014 the ACC issued Decision no. 74876 which grey nted APS permission to amortize the SCEacquisition adjustment balance of
$2 S6M. The asset will be amortized over the life of the asset 2038. This balance also includes ongoing AROand Coal Reclamation accretion a nd
amortization.

lciAs ofianuaryl 2016 APS reduced the SBC by .000S 12 pe r kWH per ACC De cislon no 75121 because the PVNGS Decommissioning Fund for Unlt 2 is
fully funded as ofDecember 2015. As a result revenue decreases and the decreased revenue is offset by a decrease in depreciation expense.

fall Per ACC order Decision No APSis now recordings mort ion.

(el In June 2017 the Navajo owners reached a lea se agreement with the tribe to run the Navajo Plant thru December 2019. This amount represents
the deferral of the O&Mwriteoff.The amortization of the regulatory asset does not appearers a variance explanation because we are a amortizing the
regulatory asset at the same level as what we were previously depreciating the asset.

(fl Per ACC Decision No., as ofAugust 19 2017 ApSbegan accelerating the Cholla Unit 2 deferral amortization.

{g} Change in rates dueto ACC Decision no. 76295.

The 2018 actual depreciation of $580.7 million was approximately $10.1 million below budget, primarily

associated with variances in actual versus budgeted rates and variances in expected versus actual plant

balances."

Pro Forma Adjustments

Because the Company did not propose its own pro forma adjustments," the only adjustments to the

Company's filed data were those developed by Overland. Pro forma adjustments applied to 2018

results include the following:

21 Response to Discovery, Staff 4.11.
22 In its responses to discovery, APS indicated that it would not be proposing any pro forma adjustments to rate base

or operating income in this review because, in its view, they are only necessary to "... prospectively determine a revenue
requirement for the purpose of developing rates." (response to Staff 2.42)
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Adiust Cash Workinq Capital for Cost of Service (Rate Base)

APS has not prepared a lead-lag study since its 2016 Rate Case. The Company is not aware of any

material changes in its meter reading, billing and collection assumptions since that time." For purposes

of the 2018 computation of working capital, APS has assumed the results of its previous lead-lag study,

namely a negative $113.6 million." For purposes of the current analysis, we agree with the use of this

estimate. The APS proposed working capital allowance in the 2016 case was $305.9 million total

company, and $287.8 million Acc jurisdictional." Staff proposed to increase the working capital

allowance by $9.831 million on an ACC jurisdictional basis."

The APS update for the working capital allowance is not materially different from the 2016 case as

follows:

Table S5 - Working CapitalSummary, 20162018

December 31,

2017

Ave rage

20182016Description 2018 (a)

(113,623)

265,848

25,144

118,813

36,205

1,832

s (113,623) s

262,630

25,258

117,408

39,146

2,112

s (113,623)

252,777

28,608

119,004

34,798

2,853

(113,623) s

269,065

25,029

120,217

33,263

1,551

Working Capital - Operations

Materials and Supplies (b)

Fuel - Coal and Oil (b)

Fuel - Nuclear, Net (b)

Prepayments (c)

Special Deposits & Working Funds (c)

$ 335,502 $324,417 s 332,931 s 334,217Total Allowance for Working Capital

(a) SFR Schedule B-5 (APSAR00112)

(b) 2016 and 2017 amounts from Pinnacle West Form 10-K for the year ended December 31, 2017, p. 97.

(c) 2016 and 2017 figures provided in response to Staff Discovery 3.1.

Taking the Staff adjustment into account, the APS working capital allowance at December 31, 2018

increased over the Staff adjusted amount by approximately 4.3%, which we find reasonable for

purposes of this analysis. We also compared the balances of the individual components to working

capital to year-end 2016 and 2017 levels shown above, and found no material variances.

23 Response to Discovery, Staff 2.22.
24 Response to Discovery, Staff 2.23.
2s 2016 Base Rate filing, Schedule B-1.
26 Direct Testimony of Ralph C. Smith, p. 40, lines 23-24.
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Normal ize Weather Condi tions (Operatinq Income)

Actual weather in 2018 was somewhat cooler than normal. This resulted in reduced revenues of $21.1

million.27 Fuel and purchased power costs associated with these sales would have been approximately

$6.1 million." Thus, operating income would have been $15.0 million greater assuming normal weather

conditions in 2018. APS currently relies on a 10-year period to normalize weather. This practice has

been in place for over 30 years, and ref lects the growing impact of urban heat in the Phoenix area. This

10year period to normalize weather is also used for system planning purposes."

While 2018 was somewhat more mild when compared to normal weather conditions, the 2018 peak

was 7,320.0 MW, which was 280.9 WM over budget, and due to hotter and more humid conditions on

the peak day. The APS historic system peak is 7,363 MW, which occurred in 2017.30

Adjust Pension and OPE8 Costs {Operatinq Income)

The following provides a summary of Pension & OPEB costs charged to operations for 2017 and 2018.31

Table 5-6 - Pension & OPEB Summary, 20172018

Benefits Costs

Service Cost

NonService Credits

APS Income Statement Line

Operations and maintenance

Pension and OPEB nonservice credits net

Total

2018 2017 Variance

s 38,234,303 s 33,285,359 s 4948,944

(51,241,936) (24,370,844) (26,871,092)

$ (13,007,633) $ 8,914,515 $ (21,922,148)

The reduction in cost in 2018 compared to 2017 was driven primarily by $12 million in higher market

returns, $15 million more in nonservice credits due to no longer capitalizing a portion of this cost in

compliance with Accounting Standards Update 2017-07, partially offset by $5 million of higher service

costs. This 2018 net credit of $13.0 million compares with $6.0 million in operating cost in the 2016 APS

Rate Case f iling."

The 2019 budget estimate for Service Cost is $34.0 million. The Non-Service Credits budget estimate is

$22.0 million, resulting in a $12.0 million net cost estimate." Assuming an average of the 2018 actual

amount and the 2019 budget amount, this would produce a net zero average outcome. Given the

uncertainty of 2019 results, Overland concludes that the net zero outcome is a reasonable assumption

in the context of normalizing 2018 results. As such our adjustments to 2018 results reflect an increase in

operating costs of $13.0 million.

27 Response to Discovery Staff 4.1.
28 Response to Discovery, Staff 2.3.
29 Responses to Discovery, Staff 4.2 and 4.3.
30 Responses to Discovery, Staff 2.11a and 4.4.
31 Response to Discovery, Staff 2.20.
32 ld.
33 Response to Discovery, Staff 4.10.

© 2019 OVERLAND CONSULTING 5-11

ACC000299



Draft- For Discussion Purposes Only

Remove Supplemental Excess Benefit Retirement Plan Expense (SERP) (Operatinq Income)

Consistent with both the Staff's and Company's position in APS's last rate case as well as Commission

decisions involving APS and other utilities regulated by the Commission, we have removed SERP expense

from operating expenses. The basis for this elimination is that the Commission has historically viewed

these types of costs as ones that shareholders should fund rather than ratepayers. In Decision No.

71623 of a UNS Gas, Inc. rate case (p. 28), the Commission stated:

... the issue is not whether UNS may provide compensation to select executives in

excess of the retirement limits allowed by the IRS, but whether ratepayers should be

saddled with costs of executive benefits that exceed the treatment allowed for all other

employees. If the Company chooses to do so, shareholders rather than ratepayers

should be responsible for the retirement benefits afforded only to those executives. We

see no reason to depart from the rationale on this issue in the most recent Southwest

Gas rate case [See also Arizona Public Service Co., Decision No. 69663, at 27 (June 28,

2007), wherein SERP costs were excluded in their entirety.], and we therefore adopt the

recommendations of Staff and RUCO and disallow the requested SERP costs.

in 2018, the SERP costs charged to operations totaled S8,643,000.3" Net of tax, our proposed pro forma

adjustment reduces operating income by $6,504,000 for the total company and $6,009,000 on an ACC

jurisdictional basis.

Remove Stock Compensation (Operating Income)

As with SERP costs, in the past rate case, both the Staff and APS proposed the removal of stock

compensation expense from cost of service used to set rates. The rationale for this adjustment is that

ratepayers should not have to absorb the costs of a program in which an employee has an incentive to

perform in a manner that could negatively impact the utility's provision of safe, reliable service at a

reasonable rate. In Decision No. 69663 from a prior APS rate case (Docket No. E~01345A-05-0816 et al),

the Commission noted (p. 36):

We agree with Staff that APS's stock-based incentive compensation expense should not

be included in the cost of service used to set rates ... As testified by 5taff witness

Dittmer and set out in Staffs Initial brief, "[e]nhanced earnings levels can sometimes be

achieved by short-term management decisions that may not encourage the development

of safe and reliable utility service at the lowest long-term cost... For example, some

maintenance can be temporarily deferred, thereby boosting earnings ... But delaying

maintenance can lead to safety concerns or higher subsequent 'catch-up' costs." [cite

34 Response to Discovery, Staff 2.24b.
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omitted] To the extent that Pinnacle West shareholders wish to compensate APS

management for its enhanced earnings, they may do so, but it is not appropriate for the

util ity's ratepayers to provide such incentive and compensation.

In this review, we have removed stock compensation costs charged to operations totaling

$16,867,000.35 Net of tax, the operating income effect of this pro forma adjustment is $12,692,000.

Applying the same jurisdictional allocation factor as was used in the last rate case, the ACCjurisdictionaI

reduction to operating income is $11,728,000.

Normal ize Cash Incentive for  Non-Officers {Operatinq Income)

In the last rate case, Staff proposed to remove 50 percent of the normalized level of annual cash

incentive compensation based on the premise that this expense should be shared equally between

shareholders and ratepayers because both benefit from the achievement of performance goals."

Because of the nature of the settlement agreement that resolved most issues related to the last rate

case, it is not clear whether this recommendation was adopted. However, pursuant to the Acc decision

in the last fully litigated rate case involving APS, the only cash incentive compensation amounts not

included in rates were those associated with officer pay."

As a result, we have adjusted APS's 2018 total annual cash incentive compensation to an amount

representing the normalized level of non-officer expense (3-year average). The resulting adjustment

reduces costs charged to operations by $4,728,000. Net of tax, the pro forma adjustment totals

$3,558,000. Using the same jurisdictional allocation factor as was used in the last rate, the ACC

jurisdictional reduction to operating income is $3,288,000.

Normalize Income Tax Expense / Interest Synchronization {Operatinq Income)

The Tax Cuts and Jobs Act ("Tax Act") was enacted on December 22, 2017, and became effective on

January 1, 2018. Among other things, it reduced the corporate tax from 35% to 21%. APS proposed to

implement this reduction in two steps, to reflect the reduction in the marginal tax rate in step 1, and to

consider the impact of the tax rate reduction on excess deferred taxes previously collected from

customers in step 2.

On February 22, 2018, the ACC approved the reduction of rates by $119.1 million for the remainder of

2018, to be effective with the first billing cycle in March 2018. This amount reflects the credits

35 Response to Discovery, Staff 2.24c.
36 Public Direct Testimony of Ralph C. Smith in Docket No. E01345A160123, pp. 8182.
37 Decision No. 69663 in Docket Nos. E01345A-050816 et al, pp. 3637. According to APS, the cash incentive

amounts attributed to officers in the last litigated rate case were excluded from rates because "... they were not paid to the
eligible officers based on the Compensation Committee's decision to suspend thes payments in consideration of the Company's
current issues and financial condition at that time." (Response to Discovery, Staff 8.9)
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necessary to return to customers the revenue requirement impact of the 21% federal tax rate that

became effective on January 1, 2018.38 On August 13, 2018, APS filed a request with the Acc to return

an additional $86.5 million in tax savings to customers, based on a proposed twelve-month amortization

of non-depreciation related excess deferred taxes. If amortized over 12 months, this would represent

an approximate 3% decrease in revenue. As of December 31, 2017, APS had a total excess ADIT of $1.14

billion, including "protected" excess ADIT." Staff has found that the proposed amount and amortization

of the unprotected tax savings is reasonable, and should be refunded beginning with the first billing

cycle in April 2019.40

APS filed its Second Supplemental Application (Phase iii) in Docket No. E-01345A-18-0003 on April 10,

2019. This application proposes to amortize excess ADIT subject to normalization rules in the amount of

$31 million per year over a 28.5 year period. As of December 31, 2017, the ACC jurisdictional amount of

protected excess ADIT was $881 million.

Attachment 5-3 provides a reconciliation of income taxes calculated at the statutory rate to income

taxes as reported in the income statement.

Summary of Revenue Requirement Estimate

In this proceeding, APS reported actual 2018 ACC jurisdictional operating income of $576,443,000, a

2018 year-end rate base of S7,876,150,000, and a calculated rate of return of 7.32%.

Taking into consideration the adjustments we have recommended above and normalizing the resulting

data by employing an average 2018 rate base, we calculate an adjusted 2018 ACC jurisdictional

operating income of $592,780,000; an average rate base of $7,566,766,000; and a resulting rate of

return of 7.83%. This is demonstrated in the following table:

Table 5-7 -APSCompany and OverlandDerived Rate of Return

APS
Company and OverlandDerived Rate of Return

2018
($'s in 0oo'5)

Overlandl m
$16,337

(309,384)
$576,443

7,876150
7.32%

$592,780
7,566,766

7.83%_

Description
Operating Income
Rate Base
Rate of Return
Source: Atta chment 5

Further details of the components of this calculation can be found in Attachment 5-2.

38 Response to Discovery, Staff 2.14.
39 Docket No. E-01345A180003; Supplemental Application, dated August 13, 2018.
40 Docket No. E01345A180003, Decision No. 77139, dated March 19, 2019.
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As discussed in the following section, our estimate of the weighted average cost of capital as of 2018

was 6.79%. Given the results disclosed in the preceding table, this suggests that a net decrease to

revenue requirements of $104,971,000 relative to current rates. This calculation can also be found in

Attachment 5-2.

If instead, the ROE approved in the last rate case had been used in the computation of weighted average

cost of capital, all other things being equal, the net decrease to revenue requirements in 2018 would

decrease to $50,675,000 from S104,971,000.

Cost of Capital

The Settlement provided for a 55.8% Equity Ratio and a 10% ROE. A return on fair value increment of

0.8% was added to the cost of capital (p 9). Parcell proposed a zero return for fair value increment (p.

49), and a 0.50% increment for fair value as an alternative (p.53).

The Parcell Proxy Group equity ratio average was 51.8% (historic) and 51.6% (projected). This compares

with an average equity ratio in electric rate proceedings in 2016 of 48.20% (Parcell, p.21-22). The Parcell

cost of equity mid-point estimate was 9.35% (Parcell, p. 53).

Overland developed an update of the cost of capital. In our analysis of cost of equity, our estimate

resulted in a range of 8.5% to 9.0%. Assuming the upper end of this range, the current estimate is

slightly lower than the Staff estimate in the 2016 Base Rate case.

The cost of debt was 5.13%. (Settlement at p.9) This is consistent with the APS and Staff witness

testimony. The cost of debt at December 31, 2018 was 4.73%.41

APS issued S300 million of 4.25% senior secured notes due 2049 on February 28, 2019. On February 26,

2019, APS entered into a $200 Term Loan Agreement maturing on August 26, 2020. The Term Loan

Agreement provides for a Base Rate of the higher of Prime, the Federal Funds Rate plus 0.50%, or the

Eurodollar one-month rate plus 1%.42 These issues were used to retire $500 million of 8.750% Notes

due March 1, 2019. The impact of this refunding was to reduce the embedded cost of debt from 4.73%

to 4.19%.43

APS currently targets an equity ratio of 53.8% to 55.8%."4 The equity ratio at December 31, 2018 was

54.69%. The average equity ratio in 2018 was 54.10%. The following table provides a summary of the

results of the cost of capital estimate relied upon in our Rate Review analysis. This is further detailed in

Attachment 5-4.

41 APS Workpaper A3, p. 2 of 2.
42 Response to Discovery, Staff 2.12.
43 Response to Discovery, Staff 4.12.
44 Response to Discovery, Staff 2.7.
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Table 58- APS Cost of Capital as of December 31, 2018

Capital

Structure

Weigh ted

Cost

of Capital

Elements of

Capital Structure

Cost of

CapitalM
9.00% 4.87%54.10%1 Common Equity

2 4.19% 1.92%45.90%Long-Term Debt

3 100.00%Tota I 6.79%_
Cost Allocations and Affiliate Transactions

APS is a wholly-owned subsidiary of Pinnacle West. APS both receives from and provides various

services to Pinnacle West. Aside from transactions arising from this relationship, APS provides various

corporate services to the following affiliates: 4C Acquisition LLC; Bright Canyon Energy Corporation; and

EI Dorado Investment Company. Aside from reimbursements for payments made on behalf of APS, the

following is a summary of transactions with affiliates for 2017 and 2018. 45

as Response to Discovery, Staff 2.17. (Confidential)
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Table 5-9 -Affiliate Transaction Summary

2018 2017Purpose

s 316000000 s 296800000

253064652 268021485

151270783

62522050

132150

157728,630

66434136

77942580

49751000 99876608

32925555 36045649

22639250 23,852737

- 10218840
s 976,485,803 s 948,740,802

s 150000000s 150000000

72185740

Paid to Affiliates:

Common stock dividends

Share of withholding and payroll taxes

Share of employee benefits (excluding pension

and other post retirement benefit contributions]

Employee payroll deductions

Share of estimated income taxes

Share of pension and other post retirement

benefit contributions

Shared services

Compensation paid in stock

Prepayment of future rec'amat3on ob"gaton

Subtotal

Received from Affiliates:

Equity infusion

OPEBNEBA (Benefits) Reimbursement

Share of estimated income taxes

Shared services

CA Shared services

Bright Canyon shared services

EI Dorado shared Services

Subtotal

Net Total Transfers

14229811

3622415

263248

1055886

70.740

s 169242,100

s 779,498,202

4308033

1,431050

815,921

5100

s 228745844

s 747,739,959

There have been no material changes to the distribution of costs among affiliates from January 1, 2017

to the present.46

As of December 31, 2018, the Pinnacle West headcount was 96, compared to 89 and 90 in 2016 and

2017, respectively."

4s Response to Discovery, Staff 2.19.
47 Response to Discovery, Staff 2.18.
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1. EXECUTIVE SUMMARY

BACKGROUND AND PROJECT SCOPE

On February 25, 2019, Overland submitted a proposal to perform consulting services in response to an
RFP issued by the Arizona Corporation Commission on February 11, 2019. The project scope was largely
driven by the letter issued by Commissioner Dunn and Chairman Burns dated December 24, 2018,
requesting a review of APS's current rates based upon 2018 results and the effectiveness of the APS
customer education and outreach program.

SUMMARY OF RELEVANT PROCEEDINGS

2016APS Rate Application and ACC Rate Order

On August xx, 2017, the Commission issued Decision No. 76295. Aside from the rate increase itself,
significant changes to the thenexisting rate plans were made. The Decision included the following
determinationszl

. The fair value jurisdictional rate base for the test year ended December 31, 2015 was $10.0
billion.

Adjusted test year revenue was $2.89 billion.
The equity ratio relied upon in setting rates was 55.8%.

The cost of equity was 10.0% and the embedded cost of debt was 5.13%.
Authorized base rates were increased $362.58 million. This included $148.25 million in non-fuel
base rates; a decrease of $53.63 million associated with fuel; and a transfer of cost recovery
from adjustor mechanisms to base rates of $267.95 million.
The average bill impact for residential customers was 4.54 %, and 1.93 % for general service
customers.

The following table further provides a detail of the APS total base rate increase approved in Decision No.
76295.2

1 Decision No. 76295, p.103104.
2 Response to Discovery, Staff 6.1.

1

ACC000306



T ab le  11 . . Summary of APS Rate Increase, 2016 Rate Case

Component

Amount

(in millions)

Non-Fuel, Non-Depreciation Increase

Depreciation Expense Increase

Non-Fuel Base Rate Increase

Base Fuel Rate Decrease

Net Base Rate Increase Before Adjustors

Transfer from Adjustor Mechanisms

Total Base Rate Increase

87.250
61.000

148.250
(53.626)
94.624

267.953

362.577

$

s

s
s

s

S

s

The 4.54% is the residential portion related to the

$94624 million net base rate increase before adjustors,

which does reflect the change in depreciation

expenses, but not the transfer of adjustor revenue into

base rates.

The Commission's Order authorized revised rates to be effective August 19, 2017. The Order further

provided for a transition period for customers to be notified about rate design changes to be put into

effect under a Customer Education and Outreach Program ("CEOP") through May 1, 2018. New

customer elections were subject to a 90-day trial period.3

OVERALL RECOMMENDATIONS

1. It is reasonable to have APS fund and implement a Customer Outreach and Education Program

that will be developed and administered by Commission Staff. Therefore, it is recommended

that APS be required to work with Staff to hire an independent consultant funded by APS to

develop such a program to properly and adequately educate customers on all aspects of APS's

rate plans. lt is in the public interest to have the Company provide customers with proforma

billing information on how much they would pay given their actual usage during each month in

the customer were on their most economical plan. In addition, in the future, the impact of the

adjustor mechanisms on rates should be thoroughly explained and quantified to customers.

2. APS should provide grandfathered, net metered solar customers with legacy demand rates (ECT-

1R EPR and ECT-2 EPR) an additional opportunity to switch to a rate that enables them to fully

benefit from net metering (E-12, ET-1 or ET-2). APS should provide notice to these customers

to ensure they are made aware of the opportunity to switch to a more advantageous legacy rate

plan. In addition, APS should provide educational materials informing these customers about

the advantages and disadvantages of each legacy rate plan that can be paired with solar net

3 id., P. 107-109.
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metering. The window of opportunity to switch plans should remain open for a reasonable time

(e.g., the remainder of 2019) to ensure that all remaining demand rate solar customers have

either transition to another legacy plan or positively confirmed for APS that they wish to remain

on their existing demand rate.

FI NDI NGS and RECOMMENDATI ONS

3
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2. CUSTOMER EDUCATION AND OUTREACH PROGRAM

The APS Customer Education and Outreach Program (CEOP) was implemented in 2016 to inform and

educate customers about rate changes and new rate plans. Important objectives included educating

customers to help them understand the new rate plan options, encouraging customers to modify their

energy usage in order to save money, and helping customers choose the rate plan most appropriate for

them, given their individual circumstances.

Review of the CEOP included the following steps:

.

.

.

The CEOP's methods, procedures, customer reach and the understandability of information

provided.

The effectiveness of the CEOP in meeting the objective of providing customers with complete

and accurate information about the rate increase and rate plan changes approved in Decision

No. 76295, including the information needed to make appropriate choices among available rate

plans. The effect of the changes could vary based on individual customer circumstances.

The CEOP expenditures approved in Decision No. 76295. Also, the expenditures to determine

whether they were directly associated with the CEOP, whether they were reasonable given

CEOP objectives, and whether they were incremental expenditures that would not have been

made absent the CEOP were examined.

CEOP METHODS, PROCEDURES, CUSTOMER REACH AND UNDERSTANDABILITY

A high-level examination of the methods and procedures used by APS to communicate with customers,

the customers the communications reached, and the understandability of information was performed.

Communication Methods, Content and Understandobility

APS employed both mass and personalized communications in the CEOP. Mass communications

included traditional advertising on radio, newspaper and billboards, and digital advertising through

social media. APS also utilized email, bill notices and inserts, recorded messages in the IVR system,

website postings and utility newsletters. The CEOP used personalized communications, primarily in the

form of emails and letters sent with information tailored to individual customers based on their rate

plans and energy usage history. The methods APS employed took advantage of most of the available

forms and means of communication, and were appropriate given the CEOP's objectives. The following

table summarizes important components of the CEOP communication.

4
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Table 21 . . Summary of APSCEOP

Summary of APS CEOP Customer Communications, 2016-2018

DetailsForm of Communication Mass or Personal

MassAPS Newsletters
25 articles in APS newsletters highlighting the shift, Stagger,
Save message, and providing energy saving information and
information about new service plans.

MassAPS Website

Information on new service plans, plan comparison tools, a plan
change portal, plan transition information page, demand / peak
hour usage page, savings tips page, and a bill changes page.
Website also includes videos providing energy savings info.

APS IVR
Mass and

Personalized
On-hold messages describing service plans, and an option to
permit customer selection and confirmation of service plans.

APS Bills Mass
19 bill inserts in 2017 and 2018 with energy saving and
educational information.

Personalized
Personalized Direct Mail

Letters

Specialized interest letters addressing the needs of select
customer groups and best rate letters information customers of
the most similar and best savings options plans based on their
usage profiles.

13 million "transactional" and "marketing" emails were sent
covering new service plans, and energy saving information.

MassSocial Media
Twitter (32,000 impressions) and Face book campaigns (46,000
customers reached) provided service-plan savings information.

MassOther Mass Media

Welcome Kits

Radio, outdoor billboard, print and digital advertising covering
new service plans. APS estimates this created 161 million
impressions.

Mailed between February and April, 2018 to 958,000 customers
Personalized who switched or were transitioned by APS to a new service

plan.

Source: CEOP filing, October 18, 2018, Cover Letter, pp.1617.

The content of the CEOP communications was reviewed. The overall message used to unify all

communications was "Shift, Stagger, Save." Given the changes in rate structure approved in Decision

No. 76295; in particular, the elimination of the standard block rate for most large residential users and

the shifting of customers to rates with time-of-use and demand components, this was an appropriate

message. However, implicitly, the message for some customers would have more appropriately been

"shift and stagger your energy usage or you may experience substantial increases in your electric bill."

in addition, the third "S" - save - may have been misleading in the sense that it could be interpreted to

mean that by selecting a new rate plan, particularly one beginning with the words "Saver Choice,"

without changing one's behavior, customers could expect to reduce their bills below what they paid

5
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under their existing rate plans prior to the rate increase; something that appears to have been true only

for a limited minority of customers.

Communications content appeared generally reasonable and understandable. The most important

information provided under the CEOP included personalized information explaining the new rate plans

that were "most like" the customer's existing rate plans and "most economical" given the customer's

historical usage. One notable exception to our general conclusion is:

. The statistic that the typical residential bill would increase by 4.5%, or about $6 per month, was

published in a notice sent to customers and in press releases without being placed into context.

CEOP messaging was generally appropriate in terms of customer reach. Specifically,

. APS's notice of intent to increase rates and change its rate design was appropriately published in

newspapers with reach covering the Company's entire service territory.

APS's notice of the change in rates was included on bills sent to all customers.

Information on APS.com, the Company's website, was available to all customers with internet

access.

Bill inserts, bill messages and utility newsletters were made available to all customers in paper

form or on-line, depending on selections made by customers.

Personalized letters notifying customers of rate plan changes and providing information on the

new rate plans were sent to all customers.

In terms of language accessibility, APS stated that it provides "direct communications [in

Spanish] to the customers who have selected Spanish for their bills, bill messages and direct

mailings, and a dedicated phone line."

Limited exceptions in which the messaging did not necessarily reach every APS customer included the

following:

.

While print and digital advertising ran throughout Arizona, radio ads and billboard ads were

limited to the Phoenix metro area. APS stated this is "the most cost-effective way to reach the

largest amount of customers."4

APS stated that "due to the low percentage of customers preferring Spanish-language

communications (approximately 3%), the following were and are provided only in English: (1)

emails; (2) aps.com transactional pages; (2) aps.com banner ads and popups; (4) IVR based

plan assistance; (5) special interest letters; (6) mass media campaigns; (7) notifications; (8)

[service] plan comparison tool, and peak demand calculator."5

APS did not have email addresses for approximately 45% of its residential customers.

4 Response to Staff data request 7.6(c).
s Response to Staff data request 7.6(a).
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Customer Tools

APS created several tools to assist customers in selecting new rate plans and managing their power
usage. These included:

Rate Comparison Tool -The rate comparison tool is one of the most important components of
the CEOP. Prior to plan transition it enabled comparison of a customer's annual costs among
their legacy plan and available new rate plans. The comparison tool served customers directly,
and has been used by APS customer service employees to assist in explaining various options to
customers. Overland was unable to gain direct access to test the tool, however, from the
information available in customer complaint files and screen shots sent in response to our
access data request, it appears to have been generally effective, albeit not without some
limitations. It appears the comparison tool has evolved since it was first introduced in 2016.

Notification Alerts -To help manage electric usage and bills, customers can sign up to be alerted
when their usage (kwh), demand (KW) or estimated bill amounts reaches designated
thresholds. Only a small percentage of APS customers appear to have subscribed to this
$€rV1€€.6

Mobile Phone App- APS implemented a mobile phone application in mid-2016 to assist
customers in managing energy usage and paying bills. APS states that as of April 4, 2019, more
than 230,000 customers have downloaded the application and it has been used to complete
580,000 payment transactions. 7

CEOP OVERALL EFFECTIVENESS

The effectiveness of the CEOP in meeting the following objectives was evaluated 1) informing customers
of changes in their rates and rate plans in connection with the rate case approved in Decision No. 76295,
and 2) assisting customers in selecting rate plans optimal for them offered under restructured
residential tariffs. The program's effectiveness for solar and non-solar customers was evaluated
separately. The program's effectiveness related to the transfer of adjustor mechanisms and their
relationship to and impact the rate increase is also discussed.

6 Response to Staff data request 8.1.
7 Response to Staff data request 5.9.
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Customer Complaints

Complaints to the ACC

The following table summarizes "informal" complaints filed with the ACC concerning APS from the

beginning of 2016 through April 19, 2019.

Table z2- "Informal" APSComplaints filed with the Acc

" Informal"  APS Complaints Filed with the Arizona Corporation Commission

Period Description Complaints

Post~Filing, PreRate Increase

Rate Increase (mid-August)

Rate Plan Transition

Post-plan Transition

Annual Rate /

10,000 Cust.

3.84

7.32

10.48

8.74

5.21

422

805

379

645

171

Days

365

365

120

245

109

2016

2017

2018 through April

2018 May 1-Dec 31

2019 through April 19
Source: Arizona Corporation Commission, Consumer Services Division

In 2014 and 2015, prior to the submission of the rate filing, the ACC received three informal complaints

annually for every 10,000 ACC customers. This increased slightly in 2016 after APS filed its intent to file a

rate case was filed in January, probably because of news about the case (note that customers had not

yet experienced the rate increase).8 The complaint rate more than doubled after the rate increase was

implemented in 2017, and it stayed high as customers transitioned to new rate plans during the first

four months of 2018. It remained high throughout 2018, which included the first full summer after both

the rate increase and rate plan transition. Complaints declined in the first four months of 2019 to

approximately half their peak level, but the complaint rate was still 73% higher than it had been before

the rate case was filed. It is expected that the complaint rate will increase again in 2019 as outdoor

temperatures rise, and as customers continue to receive bills under new rates structures.

Customer "Rate Case" Complaints

An APS database of 2018 "rate case" complaints was reviewed. Detail for a sample of 51 complaints

(approximately 20% of the database) was requested and anaIyzed.9 38 of the sampled complaints came

from non-solar customers and 13 were from solar CU$t0mer$.10 This discussion concerns non-solar

8 APS did not file its actual rate case until June 2016.
9 Response to Staff data request 5.13.
10 APS maintained a "rate case" complaint database in 2018, consisting of 257 customer complaints to Acc (about

85% of the total), the Better Business Bureau, the Attorney General's Office and television media outlets. Solar customers
accounted for a disproportionately high 18% of the complaints in the database. They accounted for only about 7% of the APS
residential customer base in 2018. Non-solar customers, comprising 93% of the customer base, accounted for the remaining
82% of 2018 "rate case" complaints.
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complaints, which constituted 80% of the 257 complaints logged by APS in 2018 in the "rate case"
category. Solar complaints are discussed separately below.

The following table summarizes our complaint sample by category (what triggered the complaint) and
subcategory (the primary reason or basis for the complaint as stated by the customer).

Table 2-3- Non- Solar Customer Complaint Sample

Non-Solar Customer Complaint Sample
Category / Subcategory Count

High Bill
15

1 5

Unhappy with the rate increase / high bills
Total High Bill
Rate Plan Change (Notice or on the cost. bill)

6

3

7

7

23

3 8

Confused about rate plan choices or unable
to choose among available plans
Unable to select desired rate plan.
Unhappy with high bills under available
plan choices
Wanted to keep existing (legacy) rate plan

Total Rate Plan Change
Total Non-Solar Complaint Sample
Response to data request 5.13, APS customer "rate case"

complaint details, multiple attachments, 20% sample.

Our analysis of the APS files documenting these complaints is shown in Attachment 2-1.

Effectiveness Metrics Maintained by APS

information was requested from APS as to whether it maintained any metrics to measure the
effectiveness of the CEOP, and if so, to provide the results. The response stated that "APS identified a
number of metrics to be used as a means of ensuring a positive customer experience in its education,
outreach and transition of customers to new rates." 11

Customer Rate Plan Transition Metric

APS stated that this CEOP metric had a target of "all eligible customers transitioned by 5/1 [2018]." APS
stated the "actual" measurement was "1,969 customers (edge and outlier cases) were on transition
rates as of 5/1." Presumably, this means that the target was to place all nonsolar customers on new
rate plans by the end of April, 2018, and 1,969 customers had yet to be moved as of May 1, 2018.

11 Response to Staff data request 6.7.
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Customer Complaint Metr ics

APS indicated that it had a target of "zero ACC complaints" and stated its actual result was that it met
this target. In order to be counted as a complaint for this metric, the complaint had to be
"substantiated." Of the 257 "rate case" complaints logged by APS in 2018, were considered
substantiated. For example, more than 40 rate case complaints from grandfathered solar customers
were caused by the customers not being able to change legacy rate plans. As discussed more fully
below, many of these customers were confused about or unaware of the need to change legacy rate
plans at the time they applied for solar. In most cases the window of time to learn about and change
their plan. As a result of APSs response to their requests to change legacy rate plans, these customers
registered complaints with the Acc. APS listed all of the complaints as "unsubstantiated" because the
deadline had passed when the customers requested to change plans. Because the confusion and
unawareness of these customers bears directly on the question of whether the CEOP accomplished its
communication goals, it does not appear that the metric "zero substantiated complaints" provides
information about CEOP effectiveness.

In measuring CEOP effectiveness, APS did not take trends in the total number or rate of customer
complaints into consideration. As demonstrated by complaint statistics maintained by the ACC (as
discussed below), there was a significant increase in the number and overall rate of "informal"
complaints registered by the Commission during the three years from 2016 through 2018.

Evaluation of CEOP Effectiveness - Non-Solar Customers

Decision No. 76295 approved higher customer rates and new modernized rate plans. It is not typical for
a company to implement a rate increase in conjunction with complete structural overhaul of tariffs,
particularly residential tariffs, in the same proceeding. If the objective of the CEOP was to completely
prevent dissatisfaction due to all of the changes, then the fact that there was customer dissatisfaction
supports a conclusion that the CEOP was ineffective. However, many of the complaints that customers
voiced were largely unavoidable features of the approved rate increase and new modernized rate
structure, rather than a direct result of the CEOP. These included:

Modernized Rate Design.
Most customers were required to transition to a new rate plan. In some cases, customers with
one-part "standard" rates were required to move to time of use rates, or even three-part
demand rates if they wanted to minimize or avoid bill increases. Some customers refused to
move to rate plans with demand components even when these plans were estimated to be the
most economical, because they weren't familiar with and didn't trust having APS bill them for
demand.

Even under the most economical plan options available, the new rate plans sometimes caused
customer bills to increase beyond what had occurred with the transitional rate increases
implemented in August, 2017, creating a perception that APS was raising rates twice.
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. The new rate plans, combined with the 2017 rate increases, raised electric bills significantly

more for some customers than for others.

In some cases, even customers who made behavioral changes could not prevent bill increases

due to rate plan transition. For example, In the case of one complaint submitted to the ACC, a

woman who took the APS's "shift, stagger and save" message to heart, shifting more than 70%

of her on-peak usage to off-peak, still experienced a bill increase under her new rate plan. This

was due, among other things, to higher off-peak rates under the new plan compared with the

legacy plan."

Overland's review of the CEOP found that many of the complaints that non-solar customers voiced were

features of the rate increase and the modernized rate design, rather than of the CEOP and its

messaging. Nevertheless, CEOP messaging to nonsolar customers was deficient in two respects, as

discussed below, and the deficiencies appear to have contributed to customer dissatisfaction.

Rate Increase and Rate Plan Messaqinq Deficiencies

The most significant issue with APS's CEOP was the lack of specificity with respect to the rate increase

and the variation of results customers could experience under the new rate plans.

. APS advertised the average rate increase to be 4.5% or about $6 a month per customer. Apart

from the sentence "the impact on your bill will depend on your actual energy consumption,"

APS did not provide meaningful information about how much more of an increase some

customers might experience under new rate plans, especially if they did not change their usage

habits. It did not disclose that the 4.5% / $6 estimate excluded potential changes in "adjustors,"

taxes and fees outside of the rate case.

. APS's primary CEOP tagline, "Shift, Stagger, Save" and the names it gave to its new rate plans,

most of which begin with the words "Saver Choice," left customers with the impression that

once they moved to the new plans they would at best see reduced bills, or, at worst see savings

after they "shifted" their energy usage. For example:

o Some customers did not experience savings because they did not shift their usage and /

or they were not moved to "most economical" rate plans. In particular, customers who

were placed on the time-of-use Saver Choice plan or the one-part Premier Choice plan

were least likely to "save" as a result of their new rate plan. Many of these customers

perceived a second rate increase when they moved from transitional rates to the new

rate plans in 2018.

1z Response to Staff data request 5.13, Attachment APSAR00443, Acc Complaint No. 2018151466, logged June 12,
2018.
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O Depending on individual circumstances, electric bills could increase as a result of the

change in rate plans even when customers selected the most economical rate plan and

shifted their energy usage.

When APS implemented rate increases in mid-August, 2017, the Company notified customers through a

bill insert. They also issued a press release intended to provide notice to the public through the media.

in both cases, the information provided concerning the rate increase was limited to notification of an

average of 4.5% rate increase that would increase bills for a typical residential customer by about $6 a

month. The portion of the bill insert dealing with the rate increase and changes in rate plans is shown

below.

On August 15, 2017, the Arizona Corporation Commission (ACC) voted to approve the

settlement agreement in APS's general rate case. The decision, which took effect on

August 19, 2017, paved the way for investment in a smarter, cleaner energy

infrastructure, more choice and control through new rate options for customers, and

continuedsolar leadership for Arizona. The bill impact for a residential customer using

an average of 1,035 kwh per month is about o $6.16 per month increase, from

$135.54 to $141.70, or4.5 percent. The impact on your individual bill will depend on

your actual energy consumption. The decision includes new rate options, with reduced

and realigned on-peak hours that create more choices for customers to control their

energy costs. No immediate action is required on your part. We will send additional

communications in the future about how you can choose among the new plans

(emphasis odded).13

It is not unreasonable to expect that most customers would have considered themselves to be about

average, and for them to expect their bills to increase by about $6 per month. During the last few

months of 2017, with cooler temperatures and lower power usage, most customers probably either did

not notice the August rate increase or noticed only a modest bill increase. However, in 2018, APS began

to transition customers from their existing rate plans to new plans, regardless of whether they had

chosen a new plan. Certain adjustors, which had been rolled into base rates, also began to increase.

Some customers were placed onto rate plans with different rate structures and customers with a time-

of-use component in their rate were billed based on different peak hours. In order to minimize costs

under the new plans, most customers were required to select the most economical plan available

change their energy consumption habits.

Although APS had been promoting its "Shift, Stagger and Save" message in various ways, the rate

increase notice sent in August, 2017 did little to warn customers of the potential bill impact of

impending rate plan changes, or changes in certain billing categories not directly connected with the

approved rate increase (adjustors, taxes and fees). Later, when the "personalized" letters were sent

notifying customers that they would be transitioned to new plans, the letters also contained no

13 Response to Staff data request 8.5, Attachment APSAR00013.
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information warning customers that they could experience bill increases of substantially more than $6

per month. Instead, the letters contained examples of available new rate plans, which had names

suggesting customers would save money compared with their existing legacy plan (i.e., "Saver Choice,"

"Saver Choice Plus" and "Saver Choice Max").

Not surprisingly, customers placed into plans with titles that began with "Saver Choice," who later

experienced what they viewed as a second rate increase, sometimes became dissatisfied and felt that

APS had been less than transparent about communicating what was going to happen. In terms of

dissatisfaction, it did not matter whether higher bills were due to changes in rate structure or to the

customer's failure to shift or reduce energy usage. Evidence for this can be seen in the customer

comments from the non-solar "rate case" complaints, as summarized in the table below.

Table 24- Selected Customer Rate Case Comments

Select ed Cust omer  Rat e Case Comment s -  In for mal ACC Complaint s Fi led in  2018

Customer CommentAcc Complaint APS Complaint
Data Response Complaint

Attachment Date

180111-065 2018447711 APSAR00410

APSAR00417180214058 2018148263

APSAR00422180228 120 2018148451

180507-021 2018150227 APSAR00436

180618-050 2018 151575 ASPAR00444

180828- 118 2018- 153800 ASPAR00450

l understand thatAPS needs to make a profit. But when APS public affairs

1/11/2018 reports that the average customer won't see more than a small increase,

and using their rate comparison tool I see l'll be paying on average $75 /

month more, I am outraged.

How is it that my rate can increase twice in one year? I have noticed an

2/14/2018 increase from last year to this year... And now I receive a notice that l'm

being taken off of my current plan and being switched to a new one that

will increase my costs yet again.

Substantial rate increase was approved based on false estimates that

2/28/2018 average bills would increase on average of $6 per month per customer. In

addition new rate plans are being forced upon customers that will further

increase customer cost even though consumption [is] decreased.

The increase was advertised as $5 $6and stated by APS agents "may be

less because you only have 5 hours of ... peak power." In my case I ... see

5/7/5018 a radically different increase... lMlv normalized rate increase is actually

11.5% ... for the same amount of kwh... I have estimated out the new

rate plans will at least cost $586 more this year."

lcould not undersand the rate plans so I called them they informed me to

take the Saver Choice plan. ldid and so my next bill was $732. Iasked

6/18/2018 them why is it so high? I called them ... and found out I should have took

Saver Choice Max they said my bill would have been $456.... Keep in

mind every north this goes on l'm paying 30 to 40% more than I'm

supposed to be... [N]o way is this a 4.5% rate increase."

Not only did APS raise their rates far more that] what was approved.

8/28/2018 They purposely, simultaneiously changed their billing structure so it was

more difficult to calculate the increase."

Source: Response to Staff data request 5.13
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Evaluation of CEOP Effectiveness - Solar Customers

At the end of 2018 APS had approximately 75,000 residential customers with solar panels

interconnected with the Company's distribution system, representing approximately 7% of the

residential customer base. Decision No. 76295 required that distributed generation (DG) customers who

filed an interconnection application before the rate effective date would be "grandfathered" for net

metering. The specific settlement agreement language states as follows:

As contemplated in Decision No. 75859, grandfathered DG customers will continue to

take service under full retail rate net metering and will continue to take service on their

current tariff schedule for the length of the grandfathering period.

It was also established that residential customers who submitted applications to install solar would be

eligible for retail net metering under grandfathering provisions, as long as they submitted an application

by the end of August, 2017 and their system was approved by APS for installation by the end of

February, 2018. This created a surge in customer solar applications as the August deadline approached

and led to confusion about installation plan requirements. The surge in demand and attendant

confusion made it difficult for some applicants to get installation plans approved by APS, and so the

installation approval deadline was eventually extended to the end of May, 2018.

Solar Customer Outreach and Communication

APS's CEOP included communications with both solar customers and installers. Outreach included

personalized letters to solar customers. The following are the important areas in which the CEOP did

not adequately inform solar customers and applicants:

. Non-solar customers were permitted to apply for solar until August 31, 2017 and receive

grandfathered net metering. It was important for these future solar customers to understand

the benefit they would derive from net metering was dependent on the type of legacy rate plan

they had, and that they had until August 31 not just to apply for solar, but also to change their

legacy plan.

. APS had a rate comparison tool which assisted customers in picking one of the new rate plans

approved in Decision No. 76295. However, the tool did not provide any communication related

to explain the interplay between legacy rate plans and solar net metering.

. Personalized letters and other communications with existing solar customers also failed to

explain the interplay between net metering and their legacy plans, or that they had until August

31 to change their plans.

The following table summarizes the important components of APS's communication with solar

customers and other "stakeholders" (installers, solar panel providers, etc.).
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Net Meterinq and Legacy €nerqy Rates

Solar customers (current, at the time of the settlement, and future customers who submitted an

application to APS by August 31, 2017) were "grandfathered" into net metering. This meant they were

also "grandfathered" into the legacy energy rates governing what they consumed from APS, meaning

they were the only customers allowed to keep these rates after the new rate plans discussed above

went into effect.

In most cases, future solar customers (applicants) who found they were on a legacy plan with a demand

component would have found it beneficial to change their plan to one without a demand component.

APS permitted this, but only until August 31, 2017, the deadline for new solar applicants to qualify for

net metering. After this point in time, if an existing or future solar customer found themselves on a plan

with a demand component, or if they were on a twopart rate, they were limited to the plan they were

on unless they wanted to forfeit grandfathered net metering.

Customers on legacy rate plans that included demand components (tariffs ECT1R and ECT2) would

probably have found it advantageous to switch to either the available time-of-use rate (ET-2) or the

"standard" one-part block rate (E-12), and in some cases customers on ET-2 might also have found it

advantageous to switch to E-12. However, advantageous changes were not always made in time.

APS's messaging to solar customers and potential new solar customers did not inform them of either the

August 31, 2017 deadline for changing legacy rates or the potential advantages of doing so. Other APS

messaging, in particular, the messages sent in personalized letters and posted on the APS.com rate

comparison tool page, served to create confusion among current and future solar customers prior to the

August 31, 2017 deadline. As made evident by some solar complaints, existing and future customers

were sometimes unaware, before it was too late, of the potential advantages of various legacy rate

plans under net metering, in part because they believed that nothing was required of them to take full
advantage of the net metering rules. Messages such as the following reinforced this belief:

"No action is required on your part. As a grandfathered solar customer, you will not be
required to move to one of the new rate plans recently approved by the ACC." (Letter sent
to existing solar customers in August, 2017)" (emphasis in the original).1"

Attention Solar Customers: Please note that Grandfather (sic) Solar Customers and those
Solar Customers who are in the queue awaiting interconnection are NOT required to select
a new rate plan" (emphasis in original) (APS Rate Comparison Tool on the ApS.com
website).15

This confusion became evident when reviewing complaints registered by solar customers, most of
whom complained when they found out they could not change legacy rate plans after August 31, 2017

162018 Pinnacle West Form 10K, pp. 18 and 121 and Response to Discovery, Staff 2.38 (APSAR00294, p. 1 of ss).
is 2018 Pinnacle West Form 10K, pp. 18 and 121 and Response to Discovery, Staff 2.38 (APSAR00294, p. 1 of 35).
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and had been unaware of the need to do so prior to the deadline. In some cases, as customers

submitted solar applications on or near the August 31, 2017 deadline, the time available to consider and

request a legacy plan change was short. The solar application and the rate change request would have

had to have been submitted on the same day (August 31, 2017). To the extent solar customers and

applicants had sufficient time to consider a rate plan change, APS's rate comparison tool did not

incorporate legacy rate plans or retail net metering.

Solar Customer Complaints

Of the 257 "rate case" complaints APS logged in 2018, 46 (18%) were classified as solar complaints, an

amount that was disproportionately high compared with APS's solar customers, who accounted for less

than 8% of the residential customer base at the end of 2018. Our sample of 51 complaints included 13 of

these, which were analyzed in detail.

Solar Complaints for Which APS Denied Requested Legacy Rate Chanqes

Most of the solar complaints in our sample resulted from customers who became aware in 2018 that

they were not on the legacy energy rate they desired, but when they inquired were told by APS that

they were past the deadline and could not change their rate unless they wanted to forfeit net metering.

lt is clear from the complaints shown in Attachment 2-2 that some, and perhaps many, solar customers

were uninformed and unaware of the need to make changes in legacy plans at the time they applied for

solar installations. Proper messaging from APS concerning changes in legacy rate plans, targeted

primarily to solar applicants, but also to their installers, would have prevented some of these

complaints.

Our sample contained two complaints for which APS granted the solar customer a change in legacy rates

after the August, 2017 deadline. These are noteworthy because they indicate a possibility that other

solar customers who are not in the database because they had their rate plan requests granted after the

deadline were treated differently than the customers that appear in the complaint database. lt begs the

question as to whether APS treated its solar customers consistently with respect to post-deadline

requests for rate plan changes.

Evaluation of CEOP Effectiveness - Adjustor Mechanisms

There was significant confusion regarding the adjustor mechanisms and their relationship to and impact

on the average 4.54% / $6 a month bill increase. The 4.54% / $6 a month average bill impact was

derived by taking the approved 15.90% overall increase in base rates less the adjustor transfer of

11.36%. Decision No. 76295 approved $267,953,000 of costs that were previously recovered through

adjustor mechanisms to be transferred into base rates. The increase in base rate revenue caused by this

transfer was offset by the decrease in adjustor mechanism revenue. Therefore, it was revenue neutral.
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Because the impact of the adjustor mechanism transfer was to be revenue neutral, the necessity of
explaining it may have been thought to be unnecessary. However, due to the timing of the annual
updates of some of the adjustor mechanisms, the transfer was very confusing. For example, there is a
one-year lag for the LFCR update. This update, and some others are outside the rate case process and
therefore were not considered in the rate case. During 2018, APS had the following adjustor
mechanisms which are describe below:

.

.

.

.

.

.

.

Power Supply Adjustor (PSA),
Transmission Cost Adjustor (TCA),
Lost Fixed Cost Recovery Mechanism (LFCR),

Environmental Improvement Surcharge (ElS),
Demand-Side Management Adjustment Charge (DSMAC),

Renewable Energy Adjustment Charge (REAC), and
Tax Expense Adjustment Mechanism (TEAM).

Power Supply Adjustor (PSA)

The PSA mechanism is designed to recover fuel and purchased power costs and other production-
related variable costs to the extent those costs deviate from the Company's PSA cost included in base
rates. The PSA typically adjusts annually at the beginning of February. In 2017, it also was adjusted in
the interim when the most recent rate case was decided.

Transmission CostAdjustor (TCA)

With the introduction of a formula rate-setting methodology at the Federal Energy Regulatory
Commission (FERC) in 2008 to more accurately reflect and recover certain costs that APS incurs in

providing transmission services, an adjustor was established to permit the recovery of charges for
transmission costs associated with serving the Company's retail customers through an automatic
adjustment mechanism. However, the Commission retains the right to suspend such changes as it sees
fit.16 The formula rate is updated annually on June 1.

Lost Fixed Cost Recovery Mechanism (LFCR)

The LFCR is designed to recover fixed costs of providing services (e.g., power poles, wires, other delivery
infrastructure) that would otherwise have been collected but for mandated energy efficiency and
distributed generation requirements which effectively reduce customer energy consumption.

is 2018 Pinnacle West Form 10K, pp. 18 and 121 and Response to Discovery, Staff 2.38 (APSAR00294, p. 1 of 35).
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Environmental  Improvement Surcharqe (ElS)

The ElS provides for the recovery of the capital carrying costs of actual environmental investments made

by APS not already recovered in base rates (as approved in Decision No. 76295) or through another

Commission-approved adjustment.

Demand-Side Management Adjustment Charqe (DSMAC)

The DSMAC provides for the recovery of demand-side management (DSM) program costs and energy

efficiency performance incentives. DSM program costs are limited to those programs approved by the

Commission in the annual Energy Efficiency Implementation Plan (a.k.a. the Demand Side Management

Implementation Plan).17 On residential customer bills, the DSMAC is combined with the Renewable

Energy Adjustment Charge and presented as the "Environmental Benefits Surcharge".18

Renewable Enerqy Adjustment Charqe (REAC)

The REAC recovers the cost of renewable energy programs included in the Company's annual Renewable

Energy Standard Implementation Plan and approved by the Commission that are not otherwise

recovered in base rates or other adjustor mechanisms. As noted previously, it is combined with the

DSMAC on residential customer bills and presented as the "Environmental Benefits Surcharge".19

Tax Expense Adjustment Mechanism (TEAM)

The TEAM was approved in the August 18, 2017 decision by the Commission (Decision No. 76295) to

enable the pass through of material income tax effects resulting from potential federal income tax

reform legislation to customers. Later that year, the Tax Cuts and Job Act was enacted, and as a result,

the corporate tax rate was reduced from 35% to 21% effective on January 1, 2018.20

Four Corrrs Rate Rider and the System Benefits Adjustment

The recovery of costs for two adjustor mechanisms, the Four Corners Rate Rider and the System

Benefits Adjustment, were transferred to base rates, and separate tracking of applicable costs was

ended.

CEOP EXPENDITURES

.

Overland reviewed the CEOP expenditures authorized in Decision No. 76295 and examined the

expenditures to determine the following:

Whether they were directly associated with the CEOP,

17 Response to Discovery, Staff 5.5.
18 Response to Discovery, Staff 2.38 (APSAR00297, p. 3 of 3).
19 Response to Discovery, Staff 2.38 (APSAROOZ98, p. 2 of 2 and APSARO0297, p. 3 of 3).

20 Response to Discovery, Staff 2.38 (APSAROOZ99, p. 1 of 15) and 2018 Pinnacle West Form 10K, p. 58.
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Whether they appeared reasonable in nature given the objectives of the CEOP,

Whether they were incremental to implementation of the CEOP (as opposed to expenditures
that would have been made absent the CEOP).

CEOP Expenditure Projects and Cost Categories

APS provided details of the expenditures under the $5 million CEOP authorization and the following list
of projects and expenditures that had been made through February, 2019.

Table 2s- APS CEOP Expendi tures

Project # Project Title

APS CEOP Expenditures

September, 2017 through February, 2019

Amount

Expended

DSM2187 Rate Analysis

DSM2188

DSM2189 $1,198,266

System Integration & Testing

Materials & Printing

DSM2190 NonResidential Education

DSM2197 Customer Tools

DSM2198 Mass Media

DSM2189 Outside Services / Agencies

DSM2190 Roadshows

Project Description

Analysis of rates for personalized communication
$1,165,080 with APS residential customers, including the rate

comparison tool.
$298,073 IT and technical implementation costs

Print and mail personalized communications to
residential customers paid to outside printers.

$9 335 Communications about rate changes to non-
' residential customers, including a rate workshop.

Sweepstakes program costs, including the costs of

$1364,966 10,200 smart thermostats and 2,500 "smart plugs"

given to residential customers.

Customer communication through radio, outdoor
$757,637 billboards, community print ads, and social media

digital and interactive ads throughout APS territory.
Marketing agency fees, support for conducting

$52 465 customer focus groups on service plan features,
' naming conventions and service plan options, and

Spanish language consulting services.

Travel costs associated with rate review community
$2,012 open hours hosted throughout Aizona to provide

information and answer customer questions.
$4,847,834Total CEOP Projects

Source: Response to Staff Data Request 2.62
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APS also provided information about the nature of the costs underlying its CEOP expenditures.

Table 26- APS CEOP Expenditures by Cost Type

APS CEOP Expend itu r es  by  Cos t Type

A m o u nt

$4,279,777

$94, 137

$473,921

$4,847,835

Type of Cost

Outside Vendor Materials and Services

APS Employee Payroll and Overheads

Internal Cost Allocations or Transfers

Total CEOP Expenditures by Cost Type

Source: Response to Staff Data Request 2.62

Rev i ew o f CEOP Paym ents  fo r Ou ts id e Mater i al s and Serv ices

Through February 2019, 39 vendors have provided materials and services categorized as authorized

CEOP expenditures by APS. The three largest vendors, in terms of total payments, were selected to

examine the nature of the amounts spent on the materials and services they provided. The selected

vendors, summarized below, accounted for 62% of total CEOP expenditures on outside materials and

services, and 54% of total CEOP expenditures.

Table 2-7- APS Vendors Accounting for SignificantCEOPOutside Materialsand Services Expenditures

APS Vendors Accounting for Significant CEOP Outside

Mater ials and Services Expenditures

Company Project

Rate Analysis

Customer Tools

Mass Media

GridX Inc.

LUX Products Corp.

Lavidge Co.

A m ou nt

$877,500

$1,025,294

$735,084

$2,637,878

$4,279,777

62%

Total These Vendors

Total Outside Provider Expenditures

Pct. These Vendors

Source: Response to Staff Data Request 5.14

In each case, the expenditures were for services and materials related directly to customer education

and outreach activities.

Services Provided by GridX Inc.

APS stated that the services provided by GridX were related to customer-specif ic rate analyses used in

the personalized communications APS employed as part of its customer education effort. Specifically,

GridX developed application programming interfaces (APIs) to provide results of APS's analysis of the

costs that individual customers would incur under the new rate plans and rates authorized by the

Decision No. 76295. APS stated that Gridx is expected to provide on-going services to maintain the rate

plan / rate tools they developed through the year 2020. The Company further stated that GridX services
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directly supporting the CEOP effort and rate tolls were provided from 2017 through May, 2019. Services
beyond May, 2019 were paid for with funds outside of the $5 million CEOP expenditure authorization."

The expenses for Gridx incurred by APS as part of the $5 million in authorized CEOP expense were
associated with work to develop and improve the APS rate plan / rate comparison tool. As such, the
expenses were properly classified by APS as CEOP expenditures and directly contributed to the
production of the APS rate analysis tool that was a primary component of the CEOP.

Materials Provided by Lux Products Corp.

APS described the payments to Lux Products as "costs associated with the sweepstakes program that
gave away smart thermostats to eligible residential customers."22 To support the payments to Lux, APS
provided a copy of a purchase order signed and dated December 13, 2017 (APS) and December 15, 2017
(Lux). The purchase order supports $728,000 of the approximately $1,025,000 in payments to Lux and
lists the following items:

.

.

4,000 Lux GEO-WH03 @ $90 each = S360,000

4,000 Lux GEO-WH-03 @ $92 each = $368,000

Through an internet search, it was confirmed that the Lux GEO-WH-003 is a vi-fi programmable
thermostat that can be purchased for $97.84 at Home Depot." A website search also shows that the
same product can be purchased on Amazon for $94.99. The product may have been more expensive in
2017, which may explain why APS did not receive much of a discount relative to current retail prices.
APS's data response to our initial request for CEOP expenditure support left $297,000 in payments to
Lux unsupported. in response to follow-up discovery, APS provided a copy of a change notice which
supported an additional $203,000 for an additional 2,250 thermostats. APS stated the remaining
$94,000 was sales taxes associated with the purchase of all of the thermostats.2"

Services provided by LavidqeCo.

APS utilized Lavidge Co. to assist with customer communication through digital and media services. APS
described the expenses associated with Lavidge as "customer communication through radio, outdoor
billboards, community print ads, and social media digital and interactive ads throughout APS's service
territory."z5

21 Response to Staff data request 7.1.
22 Response to Staff data request 5.14.
23 $97.84 is the price advertised on the Home Depot website on April 19, 2019.
Z4 Response to Staff data request 6.18 and Attachment APSARO0543 (Change Notice for additional thermostats).
25 Response to Staff data request 5.14.
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Review of "Employee Salaries and Related Overheads"  Charged to CEOP Project Orders

A total of $94,137 (2%) of the costs charged to CEOP project orders consisted of "payroll" and related

payroll taxes." APS stated that "[m]ost of the labor expenses associated with outreach, education, and

transition of all customers were absorbed in the APS business units and not charged to the SSM

allocation." This procedure is appropriate given that internal APS labor costs, apart from employees

hired for the purpose of working directly on CEOP efforts, would not have been incremental to the

CEOP; as such, the costs should be recoverable by APS through base rates rather than through special

funding, such as the CEOP authorization. APS further stated that the $94,137 in labor expense charged

to CEOP project orders was associated with contractor resources needed to supplement APS staff during

"5tabII12ati0rl."27

In response to a follow-up data request, APS acknowledged that the payroll expenses charged included

time associated with 12 employees. How much of the $94,000 in payroll is incremental contractor

expense and how much is non-incremental employee payroll is unclear, however, as noted above, total

payroll constitutes only about 2% of total CEOP expenses,. APS's response to our data request

concerning payroll charged to CEOP projects stated as follows:

Over 200 APS employees andcontractors worked on the customer

outreach, education and transition project. Of these 200 employees,

12 APS employees did charge their time to the SSM authorization

for incremental work directly tied to the outreach, education and

transition of customers. Eleven of the 12 employees work in IT and

the remaining employee works in Customer Service. As stated in

APS's Response to Staff 2.63, APS spent approximately $3M for

technology enhancements not charged to the SSM authorization.

This additional $3M included incremental system upgrades and

con tractor labor. 28

Review of " Internal Cost Allocations or Transfers"  Charged to CEOP Project Orders

APS charged a total of $473,921 for what it describes as "internal cost allocations or transfers" to CEOP

project orders." Nearly all of this, $471,682, consists of "materials and supplies" described by APS as

"printing and mailing costs for personalized communications to residential customers using APS's print

shop... "SO To the extent the print shop incurred expenses were incremental to the CEOP activities, and

would not have otherwise been incurred, it was appropriate to apply the costs to CEOP project orders.

26 Response to Staff data request 2.62, Attachment APSAR00344.
27 Response to Staff data request 2.62.
28 Response to Staff data request 6.19
z9 Response to Staff data request 2.62, Attachment APSAR00344.
an Response to Staff data request 2.62.
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APS was asked to provide support showing that printing and mailing costs charged against the CEOP
authorization was associated with customer outreach. APS provided a worksheet showing
approximately 200 individual amounts charged to "DSM2189 - Materials and Printing" and totaling
approximately $465,000. The line descriptions associated with the charges indicated they consisted
primarily of direct mail associated with customer rate migration." Based on this, the amounts that
represented incremental costs associated with the CEOP are satisfactory.

FINDINGS

CEOP Methods, Procedures and Customer Reach

1. The majority of the information communicated to customers in APS's CEOP was reassosnable
and understandable. Some of the most important information was conveyed in personalized
letters describing new rate plans, including the plans "most like" customers' existing plans, and
the plans likely to be "most economical" given customers' recent historical usage.

2. The scope of the CEOP was adequate to reach APS's entire residential customer base. The most
important information concerning rates and rate plan changes was communicated through bill
inserts or direct mail (e.g. personalized letters describing new rate plans) mailed or emailed to
all customers. APS provided direct communications in Spanish for customers who selected
Spanish as their language for billing. Limited exceptions to complete customer reach for all
CEOP messaging included:

. APS did not have email addresses for approximately 45% of its residential customer base.

Radio and billboard advertising related to the CEOP was confined to the Phoenix metro area.

3. As part of the CEOP, APS created several tools to assist customers in selecting new rate plans
and managing their electricity usage. The most important of these was a rate comparison tool,
contained on the APS website, which enabled customers to compare projected annual costs
under their existing legacy rate plans and among available new rate plans. lt remains available
currently to assist customers in selecting among available rate plans. Customer dissatisfaction
caused by higher bills and the new modernized rate plans could have been worse had the rate
comparison tool not been available.

4. Due to the timing of the annual updates of some of the adjustor mechanisms, the transfer was
very confusing to customers and the impact of the transfer was not properly communicated by
APS.

31 Response to Staff data request 7.4, Attachment APSAR00551.
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CEOP Effectiveness - Non-Solar Customers

5. An analysis of a sample of 2018 customer complaints classified by APS as "rate case" related

shows the following:

.

Some customers believed that the 4.5% / $6 per month average rate increase

advertised by APS in 2017 significantly understated the actual increase and amounted

to misinformation.

Some customers believed that the rate plan transition that occurred in spring 2018,

following the rate increase under legacy rate plans in 2017, amounted to a second

increase in their utility rates.

Some customers seemed to be more upset with being moved to new, sometimes

differently structured rate plans, and rate plans with different peak hours, than they

were with the 2017 rate increase.

Some customers who moved to new rate plans experienced or perceived the rate plans

as causing significant increases in their bills.

Some customers were unhappy with being placed on rate plans with a demand

component.

6. Notwithstanding that information provided to customers through the CEOP appeared to be

accurate and appropriate, the information provided by APS in its rate increase notices and

personalized letters failed to convey certain important details, including the following:

. The "average customer" rate increase percentage and bill impact (4.5% increase, $6 per

month) disclosed in customer notices and press releases failed to adequately convey that

the impact of the modernized rate design on individual customers could vary widely and

over time, depending on customer-specific circumstances and changes in other customer

bill components such as adjustors, taxes and fees, that were not included in the average

percentage or bill increase disclosed in the notice.

. The rate plan transition letters sent in the first few months of 2018 also failed to adequately

convey that customers could experience additional increases in their bill (in addition to

those that occurred when rates were increased in 2017), depending on customer-specific

circumstances, which included the specific rate plans customers were on before and after

the transition and the customer's willingness and ability to make changes in energy usage

incentivized by the new plans, such as shifting usage to accommodate new on-peak hours

and demand charges.

CEOP Effectiveness - Solar Customers

7. APS's CEOP messaging did not inform solar customers or applicants of the August 31, 2017

deadline for changing their legacy rate plans or the potential advantages of doing so.
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8. Solar customer complaints show that existing customers and applicants were sometimes

unaware of the potential advantages and disadvantages of different legacy rate plans under net

metering because they believed that nothing was required of them to take full advantage of the

net metering rules.

9. APS's rate comparison tool did not incorporate legacy rate plans or retail net metering, which,

had it been available before the August 31, 2017 deadline, would have permitted solar

customers to assess the benefits of different rate plans under net metering.

10. Although August 31, 2017 was the stated deadline for solar customers and applicants to change

their legacy rate plan, there are examples in which APS made exceptions, allowing customers to

change plans after the deadline. It is not clear that there were valid reasons for these

exceptions, raising the possibility that there were no uniformly applied rules that determined

whether solar customers were permitted to change legacy rate plans after August 31, 2017.

CEOP Expenditures

11. APS charged $4.85 million to CEOP project orders (against its $5 million expense authorization)

between September, 2017 and February, 2019. Of this, $4.28 million (88%) was for outside

(vendor) materials and services, $474,000 (10%) was primarily internally-incurred print shop

costs and $94,000 (2%) was payroll associated with contract and full time APS employees who

charged time to CEOP projects.

12. Overall, the expenses charged to CEOP project orders between September, 2017 and February,

2019 appear to have been reasonable, directly related to CEOP activities, and incremental to the

CEOP effort.

13. Overland reviewed the expenses associated with the three largest CEOP vendors, accounting for

62% of total CEOP vendor costs, and found that all three vendors provided services directly

applicable to CEOP efforts. Evidence indicates that the costs were properly incurred and were

incremental to the CEOP.

14. Payroll expenses charged to CEOP project orders account for only $94,000 (2%) of the total

amount charged against the $5 million authorization through February, 2019. These costs were

incurred to hire contract employees who worked specifically on the CEOP effort, and included

costs from 12 full-time APS employees who charged CEOP project orders. Because it includes

expenses associated with regular APS employees, some percentage of the $94,000 in payroll

expense appears to be non-incremental expense that should have been recoverable through

base rates. However, even if regular employee expenses constituted the entire $94,000, this

amount is immaterial relative to the $5 million authorization.
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15. Internal cost allocations and transfers charged to CEOP project orders consisted almost entirely
of internally incurred print shop costs totaling $472,000. Supporting detail showed the expenses
consisted primarily of printing materials and supplies associated with direct mail sent to
customers concerning transition to new plans.

RECOMMENDATIONS

lt is reasonable to have APS fund and implement a Customer Outreach and Education Program that will
be developed and administered by Commission Staff. Therefore, it is recommended that APS be
required to work with Staff to hire an independent consultant funded by APS to develop such a program
to properly and adequately educate customers on all aspects of APS's rate plans. lt is in the public
interest to have the Company provide customers with proforma billing information on how much they
would pay given their actual usage during each month in the customer were on their most economical
plan. In addition, in the future, the impact of the adjustor mechanisms on rates should be thoroughly
explained and quantified to customers.

APS should provide grandfathered, net metered solar customers with legacy demand rates (ECT-1R EPR
and ECT2 EPR) an additional opportunity to switch to a rate that enables them to fully benefit from net
metering (E12, ET1 or ET-2). APS should provide notice to these customers to ensure they are made
aware of the opportunity to switch to a more advantageous legacy rate plan. In addition, APS should
provide educational materials informing these customers about the advantages and disadvantages of
each legacy rate plan that can be paired with solar net metering. The window of opportunity to switch
plans should remain open for a reasonable time (e.g., the remainder of 2019) to ensure that all
remaining demand rate solar customers have either transition to another legacy plan or positively
confirmed for APS that they wish to remain on their existing demand rate.
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3. RATE DESIGN REVIEW

OVERVIEW

Overland reviewed the billing determinants used by APS in the Proof of Revenue from Decision No.

76295 in its 2015 rate case and compared the Company's assumptions from 2015 to the actual customer

billing determinants used in 2018. A summary of projected 2015 and actual 2018 determinants for rate

class groupings is shown below."

Table 31 - Billing Determinants Summary

Average
Customers

2018 Actual
Adjusted Base Revenue

MWh ($000)

2015 Adjusted Test Year
Average Adjusted Base Revenue

Customers MWh ($000)

494,809
711,080
457,730
66,569

1,730,188

420,207
329,997
263,930
32,856

1,046,990

3,583,261
5,221,299
3,850,894

456,767
13,112,221

14,103,822

s14,21s

27,730,258

456,301
372,869
192,225
79,421

1,100,816

131,887

2,746

1,235,449

398,475
620647
674,708
29,154

1,722,984

1,463,595

64,900

3,251,479

1,475,736

65,213

3,271,137

2,895,587
4,523,363
5,759,371

238,216
13,416,537

14,089,945

509,135

28,015,617

Rate Class
Residential
Basic Rate Plans
Time-of-Use Energy Plans
TimeofUse Demand Plans
Solar Rate Plans
Subtotal Residential

General Service 127882

Other* 2,460

Totals 1,177,332
* lighting and irrigation rate schedules.

Overall, 2018 base revenue was materially consistent with APS' test year projections, as revised to adopt

the approved rates in Decision No. 76295. However, there were significant variations within the

residential rate classes that are further discussed in the following sections.
Table 3-2 -Average Customers

Average Customers

Actual Projected

2018 2015 DifferenceResidential by Rate Type

Basic Rate Plans

Time of Use - Energy

Time of Use - Demand

Subtotal - Non solar

%
9%

13%
(27%)
1%

420,207
329,997
263,930

1,014, 134

36,094
42,872

(71,705)
7,261

456,301
372,869
192,225

1,021,395

Solar Rate Plans 79,421 32,856 46,565

Total

142%

5%53,8261,100,816 1,046,990

32 Response to Discovery, Staff 4.5 (ASPAR00370).
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Because the Company transitioned to new rate plans in May 2018, the analysis above groups customer

counts in the legacy and new rate plans by the plan characteristics (i.e., two-part or three-part rate).

The data shows that more customers were on basic plans than expected, and significantly fewer

customers chose to move to demand rates. Participation in solar rates more than doubled from 2015

due to the accelerated adoption of rooftop solar installations.

Analysis of plan enrollment data at December 31, 2018 - after the adoption of the new rate structure -

provides additional insight into customer distribution relative to expectations from the 2015 rate case"

Table 33 - Customers by Rate Class

DifferenceRat e Class

Cust omer s  by  Rat e Class

Actual  at Pr o jec t ed

12/31/2018 2015

TOU- D

14,283
(13,058)
17,065
55,132

(50,443)
12,426

257,346
139,107
23,417

330,135
115,116
148,045

968
12,019
5,584

14,019
351
883

R-XS

Basic Rates R-BASIC

RBASI C L

R-TOU-E

R-2

R-3

R-TECH

E-12 EPR

ET-1 EPR

Solar Rates ET-2 EPR

ECT-1R EPR

ECT-2 EPR

%
6%

(9%)

73%
17%

(44%)

8%
(98%)
144%
60%

142%
58%
232%

271,629
126,049
40,482

385,267
64,673

160,471
18

29,367
8,924

33,915
553

2,931

(950)
17,348
3,340

19,896
202

2,048

The higher numbers of customers in basic rates is evidenced in the R-XS and R-BASIC L rate classes.

While the larger customer count in the smallest rate plan (R-XS) is comparable to the overall growth

APS' customer base, the variance in the R-BASIC L rate class suggests that customers did not migrate

from basic to time-of-use rates in the numbers the Company anticipated. More customers than

expected in the demand rate class group migrated to the R-3 rate, which has higher demand charges

and lower per-kWh energy charges than the R-2 rate. However, there are substantially fewer customers

in the R2 rate class than estimated.

Furthermore, the increase in solar customers between 2015 and 2018 could partly explain the lower

than expected numbers in other rate classes. APS did not make any projections in the 2015 rate case for

conversions to solar rates; hence, the 2015 figures represent the actual count of solar customers during

that test year. These customers migrating to solar from other rate plans had a material impact to the

variances in the Company's forecast.

33 APSRate Migration Report - 123118 and Response to Discovery, Staff 4.5 (ASPAR00370).
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During the transition, customers could elect to move to a qualifying rate plan. For those that didn't

make a choice, APS moved customers onto rate plans most similar to their existing plan. According to

the Company, 669,831 customers were defaulted to a "most like" rate plan as of May 18, 2018.

However, for approximately 56% of those customers, the "most like" rate plan was not the most

economical based on their prior twelve-month consumption data.3*

CONSUMPTION ANALYSIS

MWh Sold

30000000

25000000

20000000

15000000

10000000

5000000IIII
2015 201s

. Residential

20 n

Commainal /Other

Despite a 5% increase in the APS customer base,

electricity consumption, as measured in

megawatt-hours (MWh) sold, was relatively flat

in the 2015-2018 time period." In its 2018

annual SEC filing, the Company noted,

"[i]mproving economic conditions and customer

growth were offset by energy savings driven by

customer conservation, energy efficiency, and

distributed renewable generation initiatives."3°

Residential customers consistently accounted

for 47% of total sales throughout the period.

Electricity sales to residential customers in 2018 generally matched APS' 2015 projections in total, but

showed some variability among rate classes, as shown below."

Table 34 and 3-5 MWh Sold by Rate Type and Annual kwh per Customer

Basic Rate Plans

Time of Use Energy

Time of Use Demand

Subtotal Non solar

Basic Rate Plans

Time of Use Energy

Time of Use Demand

Subtotal Non solar

6891

13707

21822

12995

2,895,587

4523363

5759371

13178321

24%

15%

(33%)

(4%)

7853

14003

20033

12390

962 14%

296 2%

(1,789) (8%)

(605) (5%)

3583261
5221,299

3,850894
12655454

687674

697936

(1,908477)
(522867)

Solar Rate Plans

Total

Solar Rate Plans

Total

456767

13112221

238216

13416537

5751

11911

7250

12814

(21%)

(7%)

92%

(2%)

218551

(304316)

(1499)

(903)

The trends are similar to those discussed in the customer analysis above. Relative to the 2015

estimates, higher consumption by customers in basic rate plans was offset by lower consumption by

customers on demand rate plans. Solar consumption increased, commensurate with the large growth in

customer base, but was lower on a per-customer basis. The customers who switched to solar during the

34 Response to Discovery, Staff 9.1.
35 Based on Response to Discovery, Staff 4.5 (ASPAR00370) and APS FERC Form 1 Reports.
as Pinnacle West Form 10K for the year ended December 31, 2018, p.63.
37Based on Response to Discovery, Staff 4.5 (ASPAR00370).
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2015-2018 timeframe used considerably less energy than those who had solar rates during the 2015 test

year.

REVENUE ANALYSIS

Base Revenues

Overall, APS' 2018 base revenues from retail electric sales were consistent with the 2015 forecast, with

total base revenues of $3.27 billion approximately 1% higher than the projected amount of $3.25 billion.

The variations for rate plans in residential segment are summarized on the following table"

Table 36 Base Revenues

Difference

Base Revenues

Actual

2018

(000' s )

Projected

2015Residential by Rate Type

Basic Rate Plans

Time of Use - Energy

Time of Use - Demand

Subtotal - Non solar

S 494,809

s 711,080

S 457,730

S 1,663,619

S 398,475

s 620,647

S 674,708

s 1,693,830 s 96,334

s 90,433

S (216,978)

S (30,211)

%
24%
15%
(32%)
(2%)

Solar Rate Plans S 66,569 S 29,154 S 37,415 128%

Total S 1,730,188 S 1,722,984 S 7,204 0%

The distribution of revenue collected from customers in the various rate plans was very similar to the

energy consumption trends noted above, with higher collections from basic rate plans and lower

collections from demand rate plans.

BILL COMPARISONS

Overland analyzed the impact of the rate increase on residential customers by comparing typical bills for

customers consuming similar amounts of energy under the legacy rate plans (prior to the application of

the rate increases in August 2017) to the current tariffs. According to the approved 2016 settlement

agreement in Decision No. 76295, the average base rate impact to residential class customers was

expected to be 15.90%, which was comprised of a general rate increase (4.54%) and a reallocation of

adjustor collections into the base rate (11.36%).39 The adjustor transfers were fully offset through lower

subsequent adjustor charges. Our analysis focused on the impact to base rates, thus the full 15.90% was

presumed to be the average bill increase. Similarly, the 2018 rates do not contain the impact of changes

in the adjustor mechanisms since 2015

38 Response to Discovery, Staff 4.5 (ASPAR00370).
39 See Acc Decision No. 76295 Attachment 1, Settlement Agreement Appendix L.
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Basic Rate Plans

Residential customers on APS' legacy basic rate tariff E-12 that did not elect a different plan during the

conversion were transferred onto the R-XS, R-BASlC or R-BASIC L tariffs, depending on their average

monthly energy usage. To qualify for the R-XS tariff, monthly consumption must be below 500 kw,

while the R-BASIC tariff consumption must be below 1,000 kwh per month. Larger customers were

moved to the R-BASIC L tariff, but this plan was frozen to new customers. The bill comparisons for each

tariff are shown below."°

Table 310 - Typical Bi ll Comparison - RXS Tariff (Lite Choice)

kwh b lock

2018 Rate 2015 Rate

R-XS R-12 Difference %

3.30

5.29

7.28

9.26

7.11

18%

19%

19%

20%

12%

s
s
s
s
s

s  2 1 .5 4

S  3 3 .2 1

$  4 4 .8 9

S  56 .56

s  6 8 .2 3

s 18.24
s 27.92
s 37.61
s 47.30
s 61.12

S 17 .97

s  2 7 .3 8

s  3 6 .8 0

s  4 6 .2 2

S 55 .64

the base rate

$ 3.57

S 5.83

s 8.09

s  1 0 .3 4

s  1 2 .5 9

impact and

20%

21%

22%

22%

23%

does not contain the adjustor transfer or any changes in the adjustor

Summer

0-100

101-200

201-300

301400

401-500

Winter

0-100 S 21 .54

101-200 S  3 3 .2 1

201-300 S 44 .89

301-400 s  5 6 .5 6

401-500 s 68.23

Note: This analysis focuseson
mechanismssince 2015.

40 The underlying data for all bill comparison schedules in this section were provided in APS' Response to Discovery,
Staff 8.10 (ASPAR00552).
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Table 311 - Typical Bill Comparison - RBASIC Tariff (Premier Choice)

2018 Rate 2015 Rate

R-BASIC R-12 Differencekwh b lock %

7%

0%

- 1%

-4%

6%

s 74.93
$ 88.75
S 102.57
$ 118.73
s 134.90

s 79.90
s 89.15
s 101.54
s 113.93
s 126.33

s 4.97

s 0.40

s (1.03)

s (4.80)

s (8.57)

S 65.05 S 14.85

$  74 .47 S 14 .68

s  8 3 .8 9 s 17.65

s  9 3 .3 0 s  2 0 .6 3

$102.72 s 23.61
on the base rate impact and

23%

20%

21%

22%

23%

does not contain the adjustor transfer or any changes in the adjustor

Summer

501-600

601700

701-800

801-900

901-1000

Winter

501600 s  7 9 .9 0

601700 s  8 9 .1 5

701-800 s 101.54

801900 s 113.93

9011000 s 126.33

Note: This analysis focuses
mechanisms since 2015.
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Table 312 - Typical Bill Comparison - RBASIC LTariff (Premier Choice Large)

2018 Rate 2015 Rate

kwh b lock R-BASIC L R-12 Difference %

11%

8%

6%

4%

2%

1%

0%

-1%

2%

-3%

s 151.07

s 167.23

s 183.40

s 199.57

s 215.74

s 231.90

$ 248.07

s 264.24

S 280.40

$ 296.57

$

$

s

s

S

S
s

s

s

s

S 167.27

s 180.68

s 194.10

s 207.51

s 220.92

s 234.33

s 247.74

s 261.16

s 274.57

s 287.98

16.20
13.45
10.70
7.94
5.18
2.43

(0.33)
(3.08)
(5.83)
(8.59)

49%

49%

48%

48%

47%

47%

47%

47%

46%

46%

s
S
s
S
S
s
s
S
s
s

s 112.14

S 121.55

s 130.97

s 140.39

s 149.81

$ 159.22

S 168.64

$ 178.06

s 187.47

s 196.89

S 167.27

$ 180.68

S 194.10

s 207.51

S 220.92

S 234.33

S 247.74

s 261.16

s 274.57

s 287.98

es not contain the adjustor transfer or any changes in the adjustor

Summer

1001-1100

1101-1200

1201-1300

1301- 1400

1401-1500

1501-1600

1601- 1700

1701-1800

1801-1900

1901-2000

Winter

1001-1100 55. 13

1101-1200 59.13

1201- 1300 63. 13

1301- 1400 67. 12

1401-1500 71.11

1501- 1600 75. 11

1601- 1700 79. 10

1701- 1800 83. 10

1801- 1900 87. 10

1901-2000 91.09

Note: This analysis focuses on the base rate impactand do
mechanisms since 2015.

For small customers on the R-XS plan, the rate increase was slightly higher than the average overall

increase of 15.9%. The basic service charges and energy charges increased approximately 1520% for

this group.

One significant change to the basic rate plans was the elimination of the inclining block energy charges

for summer months in the legacy R-12 tariff. While the kwh energy charges are higher in the RBASIC

and R-BASIC L tariffs relative to the R-XS tariff, they are actually lower than the R-12 energy charges for

all usage over 400 kwh per month. As a result, summer bills were not impacted by the new rates and, in

some cases, were projected to decrease. The legacy winter rates, however, were on a single block

charge which increased substantially under the new rate structure, as reflected on the tables above.

Time of Use - Energy Plans

APS customers who were on a two-part rate (a basic service charge per day and an on-peak/off-peak

energy charge) and did not elect a different rate plan were moved onto the R-TOU-E tariff. The new rate
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tariff maintained the two-part design, with the peak hours changed to 3:00 p.m. to 8:00 p.m. on non-

holiday weekdays. The new tariff also introduced a super off-peak rate for certain hours during the

winter billing period that is approximately 30% of the normal off-peak energy charge. The bill

comparison with the legacy ET-2 tariff is shown below.

Table 3-13 - Typical Bill Comparison - RTOU-E Tariff (Saver Choice)

2018 Rat e 2015 Rat e

RTOU-E ET-2 Difference

Selected

kwh block %

20%

22%

23%

23%

24%

24%

25%

s 148.07
s 215.70
$ 283.33
s 350.96
s 418.59
s 553.84
S 689.10

s 123.76
$ 177.30
s 230.84
$ 284.37
$ 337.91
S 444.99
$ 552.07

s 24.31
s 38.40
S 52.50
S 66.59
s 80.68
s 108.85
$ 137.03

Summer
9011000
14011500
19012000
20012500
25013000
30014000
4001-5000

Winter
9011000
1401-1500
1901-2000
20012500
25013000
30014000
4001-5000

31%

18%

19%

20%

21%

21%

22%

$ 99.81
$ 160.05
$ 207.66
S 255.54
S 303.14
s 398.63
s 494.12

S 130.33
s 189.09
$ 247.86
s 306.62
S 365.38
S 482.90
S 600.43

S 30.52

$ 29.04

$ 40.21

s 51.08

s 62.24

s 84.27

s  106 .31

d does not contain the adjustor transfer or any changes in the adjustorNote: This analysis focuses on the base rate impact an

mechanisms since 2015.

The increases across all usage blocks were higher than the overall 15.9% projected average. The basic

service charge was reduced in the R-TOU-E, tariff, offset by higher energy rates, especially the off-peak

energy charge. The severity of the increases in the winter period was mitigated somewhat by the new

super off-peak energy charge.

Dem and Plans

APS offers two demand plans in its current offerings. These plans have a three part structure with a

basic service charge, a demand charge based on the highest hourly on-peak demand, and an energy

charge. The R-2 tariff (Saver Choice Plus) has a lower demand charge and higher energy charge than the

R-3 tariff. Most APS customers on a demand rate as of December 31, 2018 were on the R-3 tariff.

Overland compared typical bills over a selection of usage blocks from the legacy ECT-2 demand rate to

the R-3 tariff below.
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Table 314 - Typical Bill Comparison - R3 Demand Tariff (Saver Choice Max)

%

Selected 2018 Rate 2015 Rate

kw h blow R-3 ECT-2 Difference

(5.81) 4%

3%

17%

15%

20%

18%

16%

6.65
38.75
43.06
64.15
75.64
77.91

s 143.53
s 202.22
S 232.57
s 287.22
s 321.62
s 422.81
s 498.36

s 137.71
s 208.87
s 271.32
s 330.28
s 385.76
s 498.45
s 576.26

s

S

s

S

s

S

s

Summer
901-1000
14011500
1901-2000
2001-2500
25013000
30014000
40015000

Winter
9011000
14011500
19012000
20012500
25013000
30014000
40015000

11%

8%

5%

3%

8%

8%

8%

$ 97.29
s 142.59
$ 186.67
s 228.30
$ 267.48
s 349.51
s 415.64

s 109.66
s 155.13
s 178.63
s 220.76
s 247.98
s 324.77
s 383.89

s (12.37)
s (12.54)
s 8.04
s 7.54
s 19.50
s 24.74
s 31.75

oes not contain the adjustor transfer or any changes in the adjustorNote: This analysis focuseson the base rate impact and d

mechanisms since 2015.

In most instances, bill increases were projected to be lower than the 15.9% overall average, and in some
cases, were expected to decrease. The R-3 tariff had a lower basic service charge and lower average
increases in per-kWh energy charges than other rate plans. These were somewhat offset by demand
charge increases of approximately 30%, which had a greater impact on summer bills that typically have
higher peak demand.

Rate Plan Transitions

As discussed in other sections of this report, customers were encouraged to compare estimated rates on
the various rate plans and select the most economical plan based on their consumption patterns.
Overland analyzed the typical bills for a selection of usage blocks under various transition scenarios to
determine the impacts of moving to a different plan, as shown on the tables below.
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Tables 315 and 316 - Typical Bill Comparison - Transitions from Basic Rate Plans

Tar iff Conversion from Basic Rate Tar iff to Demand Tar iff

Selected 2018 Rate 2015 Rate
kwh block R-3 E-12 Difference %

Conversion from Basic Rate Tar iff to Ener

Selected 2018 Rate 2015 Rate
kwh block R-TOU-E E-12 Difference %

Summer

9011000
14011500
1901-2000
20012500
2501-3000
30014000
40015000

2%

3%

-9%

-12%

16%

21%

-28%

10%

0%

4%

7%

9%

12%

14%

s 134. 90

s 215. 74

s 296.57

s 377. 41

s 458.24

S 630.81

s 803. 38

s 137. 71

$ 208.87

S 271.32
s 330. 28

s 385. 76

$ 498.45

s 576.26

S 148.07
s 215. 70

s 283.33

s 350.96

s 418. 59

S 553.84

S 689.10

s 134. 90

S 215.74

s 296. 57

S 377.41

s 458. 24

s 630. 81

s 803. 38

s 13.17

s (0.04)

S (13.24)

s ( 26. 45)

s ( 39. 65)

s ( 76. 97)

$(114.28)

s 2.81

S (6.87)

s ( 25. 25)

s ( 47. 13)

S (72.48)

$(132.36)

$(227.12)

Win ter

901-1000

1401-1500

1 9 0 1 2 0 0 0

20012500

25013000

30014000

40015000

27%

26%

26%

26%

26%

25%

25%

Summer

9 0 1 1 0 0 0

1401-1500

1 9 0 1 2 0 0 0

20012500

25013000

3001-4000

40015000

Winter

9 0 1 1 0 0 0

14011500

19012000

20012500

25013000

3001-4000

4001-5000

s 102.72

s 149. 81

S 196.89

s 243.98

s 291.06

S 385.23

s 479. 40

S 130.33

s 189.09

s 247.86

s 306.62

s 365.38

s 482. 90

s 600.43

$ 97.29

s 142.59

$ 186.67

s 228. 30

s 267. 48

$ 349. 51

S 415.64

S 102.72

$ 149. 81

S 196.89

S 243.98

$ 291.06

$ 385.23

$ 479.40

s 27.61

S 39.29

s 50.97

$ 62.65

s 74.32

s 97.67

S 121.03

S (5.43)

s (7.22)

s ( 10. 22)

$ ( 15. 68)

S (23.58)

S (35.72)

$ ( 63. 76)

nd does

-5%

5%

5%

-6%

8%

9%

-13%

not contain the adjustor transfer or any changes in the adjustorNote: This analysis focuses on the base rate impact a

mechanisms since 2015.

Table 317 - Typical Bill Comparison - Transitions from Energy Plan to Demand Plan

Selected 2018 Rate 201s Rate

kwh block R 3 ET-2 Difference %

13.95

31.57

40.49

45.91
47.85

53.46

24.19

11%

18%

18%

16%

14%

12%

4%

s

s

s

S

s

s

s

s 123. 76

s 177. 30

s 230. 84

s 284.37

s 337. 91

s 444.99

s 552.07

$ 137. 71

s 208. 87

$ 271.32

s 330. 28

$ 385.76

s 498.45

s 576. 26

Summer

901-1000
1401-1500
19012000
20012500
25013000
30014000
4001-5000

Winter

9011000
14011500
19012000
20012500
2501-3000
30014000
40015000

3%

11%

10%

11%

12%

12%

16%

s 99.81

s 160.05

$ 207.66

S 255.54

s 303. 14

$ 398.63

S 494.12

$ 97.29

s 142.59

s 186.67

s 228. 30

$ 267.48

s 349. 51

s 415. 64

s (2.52)

s ( 17. 46)

S (20.99)

S (27.24)

s ( 35. 66)

s ( 49. 12)

S (78.48)

does not contain the adjustor transfer or any changes in the adjustorNote: This analysis focuses on the base rate impact and

mechanisms since 2015.

Customers with low energy consumption (less than 500 kwh per month) were moved to the R-XS rate

tariff and were not expected to materially benefit from another rate plan. For moderate and large
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customers on basic plans, most would see lower than average bill increases, and in many cases would

see bills decrease on a demand tarif f . While the introduction of a demand charge would change the

billing structure for those customers moving from basic and energy rate plans, substantially lower per-

kwh energy charges and lower basic service charges would potentially offset the demand charge. The

cost advantages from these plans were higher as consumption increased.

The change from the basic rate tarif fs to a time-of-use energy tarif f  had a mixed effect. In similar

fashion to customers previously on timeof-use rate plans, the elimination of  the summer inclining block

charge led to projected reductions in the summer bills. However, the winter bills were estimated to

increase more than the 15.9% average due to higher per-kWh energy charges.

FINDINGS

1. Although APS' 2018 base retail residential revenues were in line with 2015 estimates at an

overall level, the number of medium- and large-usage customers transitioning to demand rates

did not meet Company expectations. The comparison of typical bills show that customers on

demand plans were expected to see smaller overall bill increases, and actual bill savings if

converting from a basic plan. As a result, should these customers continue on sub-optimal rate

plans, APS could see higherthan-anticipated revenues in future years.

2. The design of the Company's new rate plans favored demand rates over basic rates and energy

rates. Analysis of typical bills indicates that rate increases for basic (one-part) and timeof-use

energy (two-part) rate plans were higher than average, while demand (three-part) rate plans

had lower than average increases. Furthermore, customers who were moved by APS onto a

rate plan "most like" their previous plan were less likely to be on the most economical rate

plan.

3. $6.7 million of excess earnings is associated with higher than expected revenues due to

changes into modernized rate designs made in the 2016 rate case.
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4. RATE REVIEW

As filed by the Company in this docket, APS's 2018 ACCjurisdictionaI rate of return on original cost rate

base was 7.32% based on inputs of $576,443,000 of operating income and $7,876,150,000 of rate base.

For this review, it is necessary to analyze the Company's financial results for the purpose of identifying

underlying reasons for performance as well as to make reasonable comparisons when reaching

conclusions regarding the extent of changes since the 2016 rate case. The rest of this section provides

these analyses.

CUSTOMER GROWTH ANALYSIS

Average Resldentlal Customers

1110000

1.10a.00b

:.osn.ouu

1.ca4Joao

1070000

:.0snooo

1650000

z .oaoMo
201820172015 2016

APS has experienced consistent growth in its residential

and commercial customer bases between 2015 and

2018. While growth in commercial customers has

increased, on average, 1% annually, residential

accounts, which comprise approximately 90% of APS'

customer base, have increased at a faster 1.7% annual

rate since 2015. Residential customer growth has

increased at an even faster pace over the past two
V€3 r$.4142

ADJUSTOR MECHANISMS

in addition to base rates which account for a significant portion of the revenues collected by APS, the

Company employs a number of different adjustor mechanisms, as previously discussed. Some of these

adjustor mechanisms are designed to match, in a more timely manner, the amount paid by customers

for electricity with the actual costs to supply it. Other adjustor mechanisms fund certain programs costs

(e.g, demand-side management and renewable energy). As stated in the Customer Education and

Outreach Program Section of this report, during 2018, APS had the following adjustor mechanisms:

.

.

.

.

.

.

Power Supply Adjustor (PSA),

Transmission Cost Adjustor (TCA),

Lost Fixed Cost Recovery Mechanism (LFCR),

Environmental Improvement Surcharge (Els),

Demand-Side Management Adjustment Charge (DSMAC),

Renewable Energy Adjustment Charge (REAC), and

41 Based on Response to Discovery, Staff 4.5 (ASPAR00370) and APS FERC Form 1 Reports.
4z In Pinnacle West's News Release on 2019 firstquarter earnings, dated May 1, 2019, it states "customer growth a

solid 1.9 percent as Arizoha's economy continues to expand".
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Tax Expense Adjustment Mechanism (TEAM).

Pursuant to Decision No. 76295, $268.0 million of costs previously recovered through adjustor

mechanisms were transferred into base rates, and prospective tracking of two of the nine adjustors was

ended (Four Corners Rate Rider and System Benefits Adjustment). Prior to this 2017 transfer, APS

recognized $430.4 million of adjustor mechanism revenues in 2016, which accounted for 12.8% of all

revenues recognized during this time period. As a percentage of total revenue realized, adjustor

mechanism revenues increased from 12.8% to 13.3% between 2016 and 2018.

RATE BASE

The 2018 year-end original cost jurisdictional rate base submitted by the Company totaled

$7,876,152,000."3 This compares to the jurisdictional original cost rate base proposed by APS in the last

rate case of $6,771,151,000 for the 2015 calendar test year, which included proposed adjustments to

recognize post-test year plant additions through June 30, 2017. The $1.1 billion change in rate base is

almost exclusively due to the increase in net utility plant in service (gross plant less accumulated

depreciation), which increased from $9.092 billion in 2015 to $10.289 billion in 2018.44

Gross Uti l i ty Plant in Serv ice

Gross jurisdictional utility plant in service increased from a projected $15,436,960,000 in mid-2017 to

$16,537,707,000 in late 2018 according to APS. The principal reason for this increase is the transfer of

costs from construction work in progress to utility plant in service, otherwise referred to as plant

closings. Focusing on the 17 months ended December 31, 2018 (August 1, 2017 - December 31, 2018),

the most significant projects closed into utility plant in service incIuded:"5

$215.9 million associated with Four Corners Unit 4 permitting, engineering, and construction of

Selective Catalytic Reduction equipment,

$209.8 million associated with Four Corners Unit 5 permitting, engineering, and construction of

Selective Catalytic Reduction equipment, and

$92.2 million associated with a 500 kV line from Sun Valley to Morgan.

43 Response to prefiled Discovery, Staff 1.1 (Schedule B1).
44 Response to prefiled Discovery, Staff 1.1 (Schedule B1) and Company rate filing in Docket Nos. E-01345A160036

and E01345A-160123 (Schedule B1).
4s Responses to Discovery, Staff 2.32 and Version 2 of Staff 2.34. Since Construction Work in Progress (CWIP) is not

included in rate base, transfers of dollars from CWlP to Utility Plant in Service (plant closings) are a primary reason that Utility
Plant in Service and, correspondingly, rate base are increasing during this time period.
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These three projects make up 27.2 % of the total plant closings to utility plant in service (S1.903 billion)

in the seventeen months ending December 31, 2018.46 No other specific project closed by the Company

during this time period exceeded $23.9 million."7

With respect to the first two plant closings listed above, as part of the settlement agreement that was

associated with the last rate case, "the parties agreed] that this Docket shall remain open for the sole

purpose of allowing APS to file a request that its rates be adjusted no later than January 1, 2019 to

reflect the proposed addition of Selective Catalytic Reduction ("SCR") equipment at Four Corners ..."48

On April 27, 2018, APS filed a request for an approval of an adjustment to recover the costs associated

with the Selective Catalytic Reduction equipment at Four Corners. While a hearing has been held on the

matter and an Administrative Law Judge recommendation has been released, no ACC decision had been

issued as of late April 2019.49

Capital Expenditures

Not surprisingly, these plant closings largely correspond with the capital expenditures that APS made in

2017 and 2018 (capital expenditures are classified initially as Construction Work in Progress and later

transferred to Utility Plant in Service). The following table identifies the projects with the highest capital

spending in 2017 and 2018 along with a summary of other projects:

a6 Response to Discovery Staff 2.32.
47 Two blanket work orders, PadMounted Underground Transformers ($41.9 million) and Asset Retirement

Obligations ($28.7 million), were slightly in excess of the $23.9 million.
48 Settlement Agreement related to ACC Decision No. 76295 in Docket Nos. E01345A160036 and E01345A-16-

0123, p. 12 of 32.
49 Recommendation of AU Martin dated November 27, 2018 in Docket Nos. E-01345A160036 and E01345A16

0123, p. 8 and email received from ACC Staff on April 24, 2019.
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Table 52 - Capital Expenditures 2017-2018

APS
Capital Expenditures

2017 . 2018

Actual
s s

(in 000'S)

project ID

OCC07633

FBC90401

TAI MPSNVLMG N

FCC03864

N UCLEAR FU EL

EDES OVERHD~99

RESIDENTIAL

104

(916)

1,371

1875

399

(7766)

4517

(3,623)

$ $$_
OCC07633

NUCLEAR FUEL

EDES OVERHD99

RESIDENTIAL

TRANSFORMER

$
$

s
$

$
s

231,258
76,620
69,629
68824
68563
55,904
32337

737,623
1,340,758

109401
71,440
61,629
36,538
30,721

893,142
1,202,871
2,543,629

Bud et Fav / (Unfav)
231,362 s
75,704
71,000
70699
68962
48,138
36854

734,000
1,336,719 (4,039)

113,779 4378
71,863 423
57057 (4572)
32,773 (3,765)
27,895 (2826)

877633 (15,509)
1,181,000 (21,871)
2,517,719 (25,910)

_
_

Proect Desai son
Ocotillo Modernization Project
Four Corners Unit 5 SCR System
Sun ValleyTS5Morgan TS9 500
Four Corners Unit 4 SCR Sytem
Nuclear Fuel
Construction OverheadEngineering & Supervision
Service and Line ExtensionsResidential
Other
2017Subtotal
Ocotillo Modernization Project
Nuclear Fuel
Construction OverheadEngineering & Supervision
Service and Line ExtensionsResidential
Transformers
Other
2018 Subtotal
2017and 2018Total
Source:Su lemental Res onse to Discover Staff 2.34.

Aside from the projects related to SCR equipment additions at the Four Corners power plant, APS
devoted extensive resources on the following:

Ocotillo Modernization Project - installation of five new simple-cycle gas turbines, which will
add 510 MW of production5°

Nuclear Fuel - refinement, conversion, enrichment, and fabrication of nuclear fuel materials
into assemblies and components
Construction Overhead-Engineering & Supervision - costs incurred in the course of normal
business but which cannot be directly assigned to a particular function or activity

Service and Line Extensions-Residential - costs to provide new service or upgraded service to
residential customers, additions of new revenue
Transformers - pre-capitalized cost of transformer purchases that are used for additions and
replacements in the distribution system

Of the capital expenditures made in 2017 and 2018, a portion was subject to recovery through adjustor
mechanisms. $211,227,000 and $189,703,000 of capital spending on projects with actual or budgeted
spending of $2 million or more was recovered through the Transmission Cost Adjustor in 2017 and 2018,
respectively. This included the Sun Valley TS5-Morgan TS9 500 project that is listed in the preceding

so Parties to the settlement agreement in the last rate case were aware of the Ocotillo Modernization Project and
took steps to defer the costs of owning, operating, and maintaining this plant for possible future rate recovery (see Settlement
Agreement related to Acc Decision No. 76295 in Docket Nos. E01345A160036 and E01345A160123, p. 13 of 32).
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table. Another $24,457,000 and $13,859,000 in capital spending was recovered through the

Environmental Improvement Surcharge in 2017 and 2018, respectively. Finally, $6,354,000 was

recovered in 2018 through the Renewable Energy Adjustment Charge."

As the preceding table demonstrates, capital spending in the past two years was limited largely to the

amounts budgeted by corporate management. For the two years ended December 31, 2018, capital

expenditures exceeded budget by a cumulative $25.9 million (1.0%).

COST OF CAPITAL

Overland developed an update of the cost of equity. In our analysis, our estimate resulted in a range of

8.5% to 9.0%. Assuming the upper end of this range, the current estimate is slightly lower than the Staff

estimate (9.35%) in the 2016 Rate case. lt should be noted that Overland has utilized a different group

of proxy companies and different methodologies to arrive at this estimate, compared to Staff witness

Mr. David Parcell.

The approved cost of debt in Decision No. 76295 was 5.13%. This is consistent with the APS and Staff

witness testimony. The cost of debt at December 31, 2018 was 4473%.52

APS issued $300 million of 4.25% senior secured notes due 2049 on February 28, 2019. On February 26,

2019, APS entered into a $200 million Term Loan Agreement maturing on August 26, 2020. The Term

Loan Agreement provides for a Base Rate of the higher of Prime, the Federal Funds Rate plus 0.50%, or

the Furodollar one-month rate plus 1%.53 These issues were used to retire $500 million of 8.750% Notes

due March 1, 2019. The impact of this refunding was to reduce the embedded cost of debt from 4.73%

to 4.19%.54

RECOMMENDATIONS [bullet points]

This report has discussed several changes since the 2016 rate case, including:

Significant deviations from the Company's projected 2015 customer billing determinants to the

actual customer billing determinants used in 2018.

Remarkable customer growth: residential accounts have increased at a 1.7% annual rate since

2015.

Substantial increase in rate base.

Possible changes in cost of equity.

S1 Obtained or derived from the Response to Discovery, Staff 6.4. ElS and REAC spending amounts were also limited
to projects that had actual or budgeted spending equal to or in excess of $2 million per year.

52 APS Workpaper A3, p. 2 of 2.
53 Response to Discovery, Staff 2.12.
54 Response to Discovery, Staff 4.12.
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Notable reduction in cost of debt.

In addition to those above-mentioned changes, there have been some other changing circumstances

since the 2016 rate case.

A 0.8% return on the fair value increment was approved in Decision No. 76295. However, the

Commission has raised questions regarding the return on fair value increment in some recent

rate proceedings. There have also been discussions about initiating a workshop on this matter.

According to Mr. Don Brandt, Chairman of the Board and Chief Executive Officer for APS 55, the

Company is actively managing its costs, and identifying additional efficiencies and savings

throughout the organization.

Possible pro forma adjustments in a rate case including weather normalization, normalization of

income tax expense and interest synchronization, and etc.

A review of all the adjustor mechanisms in a rate case, which might lead to potential changes.

With all these changing factors including rate base, expenses, cost of capital and billing determinants,

which are the key components in the rate-making process, it is appropriate for APS to file a new rate

case to reflect these changes. Therefore, it is recommended that APS be required to file a rate case no

later than September 30, 2019, utilizing a 12-month test-year period ended June 30, 2019.

55 Pinnacle West News Release on 2019 firstquarter earnings, dated May 1, 2019.
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1. EXECUTIVE SUMMARY

BACKGROUND AND PROJECT SCOPE

On February 25, 2019, Overland submitted a proposal to perform consulting services in response to an
RFP issued by the Arizona Corporation Commission on February 11 2019. The project scope was largely
driven by the letter issued by Commissioner Dunn and Chairman Burns dated December 24, 2018,

requesting a review of APS's current rates based upon 2018 results and the effectiveness of the APS
customer education and outreach program.

INFORMATION RELIED UPON

In addition to the APS are-Hled schedules and workpapers. Staff issued nine rounds of discovery that

contained 150 requests. APS provided responses to all requests made in a timely manner. Aside from
written discovery, Overland and Staff members were able to meet with APS subject matter experts at

APS corporate offices to discuss the material produced. On occasion Overland conducted telephone
conference calls to further address and clarify the materials relied upon in our review.

information relied upon in the conduct of our review izenerally included the following materials:

APS responses to Staff discovery requests

ACC Decisions and Orders

APS "Standard Filing Requirements" format of information generally included in rate case filings

information from publicly available sources

All material relied upon in this report is referenced to its specific sources of information.

i Formatted: Normal

SUMMARY OF RELEVANT PROCEEDINGS

2016 APS Rate Application and ACC Rate Order

I Formatted:Not Highlight

Formatted:Not Highlight

Onpugust 82 2017, the Commission issued Decision No. 76295. Aside from the rate increase itself,

significant changes to the thenexisting rate plans were made. The Decision included the following
determinations:'

•

The fair value jurisdictional rate base for the test year ended December 31, 2015 was $10.0
billion.

Adjusted test year revenue was $2.89 billion.

1 Decision No. 76295 p.103104.
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The equity ratio relied upon in setting rates was 55.8%.

The cost of equity was 10.0% and the embedded cost of debt was 5.13%.

Authorized base rates were increased $362.58 million. This included $148.25 million in nonfuel

base rates; a decrease of $53.63 million associated with fuel; and a transfer of cost recovery

from adjustor mechanisms to base rates of $267.95 million.

The average bill impact for residential customers was 4.54 % and 1.93 % for general service

customers.

The following table further provides a detail of the APS total base rate increase approved in Decision No.

76295.2

Table11 - Summaryof APS Rate Increase, 2016 Rate Case

Amount

Component

NonFuel, NonDepreciation Increase

Depreciation Expense Increase

NonFuel Base Rate Increase
Base Fuel Rate Decrease

Net Base Rate Increase Before Adjustors

Transfer from Adjustor Mechanisms

Total Base Rate Increase

94.624

267.953

362.577

(in millions)

s 87.250

s 61.000

s 148.250

s (53.626)

$
s

s

The 4.54% is the residential portion related to the
$94.624 million net base rate increase before adjustors
which does reflect the change in depreciation
expenses but not the transfer of adjustor revenue into
base rates.

The Commissions Order authorized revised rates to be effective August 19 2017. The Order further

provided for a transition period for customers to be notified about rate design changes to be put into

effect under a Customer Education and Outreach Program ("CEOP") through May 1 2018. New

customer elections were subject to a 90day trial period.'

2 Response to Discovery Staff 6.1.
'Decision No. 76295 p. 107109.I

2

ACC000351



OVERALL RECOMMENDATIONS

1. It is reasonable to have APS fund and implement a Customer Outreach and Education Program
that will be developed and administered by Commission Staff. Therefore, it is recommended
that APS be required to work with Staff to hire an independent consultant funded by APS to
develop such a program to properly and adequately educate customers on all aspects ofAPSs
rate plans. It is in the public interest to have the Company provide customers with proforma
billing information on how much they would pay given their actual usage during each month in
the customer were on their most economical plan. In addition, in the future, the impact of the
adjustor mechanisms on rates should be thoroughly explained and quantified to customers.

2=_APS should provide grandfathered, net metered solar customers with legacy demand rates (ECT

1R EPR and ECT2 EPR) an additional opportunity to switch to a rate that enables them to fully

benefit from net metering (E12, ET1 or ET2). APS should provide notice to these customers

to ensure they are made aware of the opportunity to switch to a more advantageous legacy rate

plan. In addition, APS should provide educational materials informing these customers about

the advantages and disadvantages of each legacy rate plan that can be paired with solar net

metering. The window of opportunity to switch plans should remain open for a reasonable time

(e.g. the remainder of 2019) to ensure that all remaining demand rate solar customers have

either transition to another legacy plan or positively confirmed for APS that they wish to remain

on their existing demand rate.

Formatted: Indent: Left: 0.5 No bullets or

3. Given the risk of variances in the distribution of customers on the various residential rate plans

from those assumed in the 2016 rate case APS should prepare a metric to track the progress of

customer rate Dlan conversions compared against the assumed rate case billing determinants.

Formatted: Indent: Left: 0.5, No bullets or

Formatted:Not Highlight4. .With all these changing factors including rate base expenses cost of capital and billing

determinants which are the key components in the ratemaking process. it is appropriate for

APS to file a new rate case to reflect these changes. Therefore it is recommended that APS be

required to file a rate case no later than September 30 2019 utilizing a 12month testyear
period ended June 30 2019.

21 Formatted: Normal No bullets or numbering

FlNDlNGSan4RE€QMMENQA3¥lONSl
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2. CUSTOMER EDUCATION AND OUTREACH PROGRAM

The APS Customer Education and Outreach Program (CEOP) was implemented in 2016 to inform and

educate customers about rate changes and new rate plans. Important objectives included educating

customers to help them understand the new rate plan options, encouraging customers to modify their

energy usage in order to save money, and helping customers choose the rate plan most appropriate for

them, given their individual circumstances

Review of the CEOP included the following steps:

. The CEOP's methods, procedures, customer reach and the understandability of information

provided.

The effectiveness of the CEOP in meeting the objective of providing customers with complete

and accurate information about the rate increase and rate plan changes approved in Decision

No. 76295 including the information needed to make appropriate choices among available rate

plans. The effect of the changes could vary based on individual customer circumstances.

The CEOP expenditures approved in Decision No. 76295. Also, the expenditures to determine

whether they were directly associated with the CEOP, whether they were reasonable given

CEOP objectives, and whether they were incremental expenditures that would not have been

made absent the CEOP were examined.

CEOP METHODS, PROCEDURES, CUSTOMER REACH AND UNDERSTANDABILITY

A highlevel examination of the methods and procedures used by APS to communicate with customers,

the customers the communications reached, and the understandability of information was performed.

Communication Methods, Content and Understandability

APS employed both mass and personalized communications in the CEOP. Mass communications

included traditional advertising on radio, newspaper and billboards, and digital advertising through

social media. APS also utilized email bill notices and inserts recorded messages in the IVR system

website postings and utility newsletters. The CEOP used personalized communications, primarily in the

form of emails and letters sent with information tailored to individual customers based on their rate

plans and energy usage history. The methods APS employed took advantage of most of the available

forms and means of communication, and were appropriate given the CEOPs objectives. The following

table summarizes important components of the CEOP communication.

4
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Table 21 - Summary of APSCEOP

Form of Communication Mass or Personal Details

APS Newsletters
25 articles in APS newsletters highlighting the Shift Stagger
Save message and providing energy saving information and
information about new service plans.

APS Website

Information on new service plans, plan comparison tools, a plan

change portal plan transition information page demand / peak
hour usage page savings tips page, and a bill changes page.

Website also includes videos providing energy savings info.

APS IVR
Mass and

Personalized
Onhold messages describing service plans and an option to
permit customer selection and confirmation of service plans.

APS Bills
19 bill inserts in 2017 and 2018 with energy saving and
educational information.

Personalized
Personalized Direct Mail

Letters

Specialized interest letters addressing the needs of select
customer groups and best rate letters information customers of
the most similar and best savings options plans based on their
usage profiles.

13 million "transactional and "marketing emails were sent

covering new service plans, and energy saving information.

Social Media
Twitter (32000 impressions) and Face book campaigns (46000
customers reached) provided serviceplan savings information.

MassOther Mass Media

PersonalizedWelcome Kits

Radio outdoor billboard print and digital advertising covering
new service plans. APS estimates this created 161 million

impressions.

Mailed between February and April 2018 to 958000 customers

who switched or were transitioned by APS to a new service
plan.

The content of the CEOP communications was reviewed. The overall message used to unify all

communications was "Shift, Stagger, Save." Given the changes in rate structure approved in Decision

No. 76295; in particular, the elimination of the standard block rate for most large residential users and

the shifting of customers to rates with timeofuse and demand components this was an appropriate

message. However, implicitly, the message for some customers would have more appropriately been

"shift and stagger your energy usage or you may experience substantial increases in your electric bill."

in addition the third "S" - save - may have been misleading in the sense that it could be interpreted to

mean that by selecting a new rate plan, particularly one beginning with the words "Saver Choice,"

without changing ones behavior customers could expect to reduce their bills below what they paid

5
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under their existing rate plans prior to the rate increase; something that appears to have been true only

for a limited minority of customers.

Communications content appeared generally reasonable and understandable. The most important
information provided under the CEOP included personalized information explaining the new rate plans
that were "most like" the customer's existing rate plans and "most economical" given the customer's

historical usage. One notable exception to our general conclusion is:

. The statistic that the typical residential bill would increase by 4.5% or about $6 per month was

published in a notice sent to customers and in press releases without being placed into context.

CEOP messaging was generally appropriate in terms of customer reach. Specifically,

APS's notice of intent to increase rates and change its rate design was appropriately published in

newspapers with reach covering the Company's entire service territory.

APSs notice of the change in rates was included on bills sent to all customers.

Information on APS.com the Companys website was available to all customers with internet

access.

Bill inserts, bill messages and utility newsletters were made available to all customers in paper

form or online, depending on selections made by customers.

Personalized letters notifying customers of rate plan changes and providing information on the
new rate plans were sent to all customers.

In terms of language accessibility, APS stated that it provides "direct communications [in

Spanish] co the customers who have selected Spanish for their bills, bill messages and direct

mailings and a dedicated phone line."

Limited exceptions in which the messaging did not necessarily reach every APS customer included the

following:

While print and digital advertising ran throughout Arizona radio ads and billboard ads were

limited to the Phoenix metro area. APS stated this is "the most costeffective way to reach the
largest amount of customers."'

APS stated that "due to the low percentage of customers preferring Spanishlanguage

communications (approximately 3%), the following were and are provided only in English: (1)

emails; (2) aps.com transactional pages; (2) aps.com banner ads and popups; (4) IVR based

plan assistance; (5) special interest letters; (6) mass media campaigns; (7) notifications, (8)

[service] plan comparison tool; and peak demand calcuIator."5

APS did not have email addresses for approximately 45% of its residential customers.

' Response to Staff data request 7.6(c).
5Response to Staff data request 7.6(a).
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Customer Tools

APS created several tools to assist customers in selecting new rate plans and managing their power
usage. These included:

Rate Comparison Tool - The rate comparison tool is one of the most important components of
the CEOP. Prior to plan transition it enabled comparison of a customer's annual costs among

their legacy plan and available new rate plans. The comparison tool served customers directly,
and has been used by APS customer service employees to assist in explaining various options to
customers. Overland was unable to gain direct access to test the tool; however, from the

information available in customer complaint files and screen shots sent in response to our
access data request, it appears to have been generally effective, albeit not without some

limitations. lt appears the comparison tool has evolved since it was first introduced in 2016.

Notification Alerts- To help manage electric usage and bills, customers can sign up to be alerted

when their usage (kwh), demand (KW) or estimated bill amounts reaches designated
thresholds. Only a small percentage of APS customers appear to have subscribed to this

sen/ice.°

Mobile Phone Anna- APS implemented a mobile phone application in mid2016 to assist

customers in managing energy usage and paying bills. APSstates that as of April 4, 2019, more
than 230000 customers have downloaded the application and it has been used to complete
580000 payment transactions. 7

CEOP OVERALL EFFECTIVENESS

The effectiveness of the CEOP in meeting the following objectives was evaluated 1) informing customers
of changes in their rates and rate plans in connection with the rate case approved in Decision No. 76295

and 2) assisting customers in selecting rate plans optimal for them offered under restructured
residential tariffs. The programs effectiveness for solar and nonsolar customers was evaluated

separately. The program's effectiveness related to the transfer of adjustor mechanisms and their
relationship to and impact the rate increase is also discussed.

6 Response to Staff data request 8.1.
7 Response to Staff data request 5.9.
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Customer Complaints

complaints to the ACC

The following table summarizes "informal" complaints filed with the ACC concerning APS from the
beginning of 2016 through April 19, 2019.

Table 22- "Informal" APS Complaints filed with the Acc

Period ComplaintsDescription

PostFiling, PreRate Increase

Rate Increase (midAugust)

Rate Pian Transition

PostPlan Transition

Days

365

365

120

245

109

" Informal"  APS Complaints Filed with the Arizona Corporation Commission

Annual Rate /

10000 Cust.

3.84

7.32

10.48

8.74

5.21

422

805

379

645

171

2016
2017
2018 through April
2018 May 1Dec 31
2019 through April 19
Source: Arizona Corporation Commission Consumer Services Division

In 2014 and 2015, prior to the submission of the rate filing, the ACC received three informal complaints

annually for every 10000 ACC customers. This increased slightly in 2016 after APS filed its intent to file a
rate case was filed in January, probably because of news about the case (note that customers had not

yet experienced the rate increase)." The complaint rate more than doubled after the rate increase was
implemented in 2017 and it stayed high as customers transitioned to new rate plans during the first
four months of 2018. It remained high throughout 2018 which included the first full summer ofter both

the rate increase and rate plan transition. Complaints declined in the first four months of 2019 to
approximately half their peak level but the complaint rate was still 73% higher than it had been before

the rate case was filed. It is expected that the complaint rate will increase again in 2019 as outdoor
temperatures rise, and as customers continue to receive bills under new rates structures.

Customer "RateCase" Complaints

An APS database of 2018 "rate case" complaints was reviewed. Detail for a sample of 51 complaints

(approximately 20% of the database) was requested and analyzed." 38 of the sampled complaints came

from nonsolar customers and 13 were from solar customers.*° This discussion concerns nonsolar

s APS did not Nie i tsactual rate case until June 2016.
9 Response to Staff data request 5.13.
10 APS maintained a rate case" complaint database in 2018 consisting of 257 customer complaints to ACC (about

85% of the total) the Better Business Bureau the Attorney Generals Office and television media outlets. Solar customers
accounted for a disproportionately high 18% of the complaints in the database. They accounted for only about 7% of the APS
residential customer base in 2018. nonsolar customers comprising 93% of the customer base accounted for the remaining
82% of 2018 "rate case" complaints.
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complaints, which constituted 80% of the 257 complaints logged by APS in 2018 in the "rate case"

category. Solar complaints are discussed separately below.

The following table summarizes our complaint sample by category (what triggered the complaint) and
subcategory (the primary reason or basis for the complaint as stated by the customer).

Table 23- Non Solar Customer Complaint Sample

NonSolar Customer Complaint Sample
Cate ory / Subcategory Count

15

15

6
3

7

7

23

38

High Bill
Unhappy with the rate increase / high bills

Total High Bill
Rate Plan Change (Notice or on the cost. bill)

Confused about rate plan choices or unable
to choose among available plans
Unable to select desired rate plan.
Unhappy with high bills under available
plan choices
Wanted to keep existing (legacy) rate plan

Total Rate Plan Change
Total NonSolar Complaint Sample
Response to data request 5.13, APS customer rate case

complaint details multiple attachments 20% sample.

Our analysis of the APS files documenting these complaints is shown in Attachment 21.

Effectiveness Metrics Maintained b y  A PS

information was requested from APS as to whether it maintained any metrics to measure the

effectiveness of the CEOP and if so, to provide the results. The response stated that "APS identified a

number of metrics to be used as a means of ensuring a positive customer experience in its education,

outreach and transition of customers to new rates." 11

Cus tomer Rate Plum TransitionMe t r i c

APS stated that this CEOP metric had a target of "all eligible customers transitioned by S/1 [2018]." APS

stated the "actual" measurement was "1,969 customers (edge and outlier cases) were on transition

rates as of 5/1." Presumably this means that the target was to place all nonsolar customers on new

rate plans by the end of April 2018 and 1969 customers had yet to be moved as of May 1, 2018.

11 Response to Staff data request 6.7.
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Customer Complaint Metrics

APS indicated that it had a target of "zero ACC complaints" and stated its actual result was that it met

this target. In order to be counted as a complaint for this metric, the complaint had to be

"substantiated." Of the 257 "rate case" complaints logged by APS in 2018 fig were considered

substantiated. For example more than 40 rate case complaints from grandfathered solar customers

were caused by the customers not being able to change legacy rate plans. As discussed more fully

below many of these customers were confused about or unaware of the need to change legacy rate

plans at the time they applied for solar. In most cases the window of time to learn about and change

their plan. As a result of APSs response to their requests to change legacy rate plans, these customers

registered complaints with the ACC. APS listed all of the complaints as "unsubstantiated" because the

deadline had passed when the customers requested to change plans. Because the confusion and

unawareness of these customers bears directly on the question of whether the CEOP accomplished its

communication goals it does not appear that the metric "zero substantiated complaints" provides

information about CEOP effectiveness.

In measuring CEOP effectiveness, APS did not take trends in the total number or rate of customer

complaints into consideration. As demonstrated by complaint statistics maintained by the ACC (as

discussed below), there was a significant increase in the number and overall rate of "informal"

complaints registered by the Commission during the three years from 2016 through 2018.

Evaluation of CEOP Effectiveness NonSolar Customers

Decision No. 76295 approved higher customer rates and new modernized rate plans. It is not typical for

a company to implement a rate increase in conjunction with complete structural overhaul of tariffs,

particularly residential tariffs in the same proceeding. If the objective of the CEOP was to completely

prevent dissatisfaction due to all of the changes, then the fact that there was customer dissatisfaction

supports a conclusion that the CEOP was ineffective. However, many of the complaints that customers

voiced were largely unavoidable features of the approved rate increase and new modernized rate

structure rather than a direct result of the CEOP. These included:

Modernized Rate Design.

Most customers were required to transition to a new rate plan. In some cases, customers with

onepart "standard" rates were required to move to time of use rates or even threepart

demand rates if they wanted to minimize or avoid bill increases. Some customers refused to

move to rate plans with demand components even when these plans were estimated to be the

most economical, because they werent familiar with and didn't trust having APS bill them for

demand.

Even under the most economical plan options available the new rate plans sometimes caused

customer bills to increase beyond what had occurred with the transitional rate increases

implemented in August, 2017, creating a perception that APS was raising rates twice.
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• The new rate plans, combined with the 2017 rate increases, raised electric bills significantly

more for some customers than for others.

In some cases, even customers who made behavioral changes could not prevent bill increases

due to rate plan transition. For example, in the case of one complaint submitted to the ACC, a

woman who took the APS's "shift, stagger and save" message to heart, shifting more than 70%

of her onpeak usage to offpeak still experienced a bill increase under her new rate plan. This

was due, among other things, to higher offpeak rates under the new plan compared with the

legacy plan."

Overlands review of the CEOP found that many of the complaints that nonsolar customers voiced were

features of the rate increase and the modernized rate design rather than of the CEOP and its

messaging. Nevertheless, CEOP messaging to nonsolar customers was deficient in two respects, as

discussed below, and the deficiencies appear to have contributed to customer dissatisfaction.

Rate Increase and Rate Plan Messaqlnq Deficiencies

The most significant issue with APS's CEOP was the lack of specificity with respect to the rate increase

and the variation of results customers could experience under the new rate plans.

APS advertised the average rate increase to be 4.5% or about $6 a month per customer. Apart

from the sentence "the impact on your bill will depend on your actual energy consumption"

APS did not provide meaningful information about how much more of an increase some

customers might experience under new rate plans especially if they did not change their usage

habits. It did not disclose that the 4.5%/ $6 estimate excluded potential changes in "adjustors,"

taxes and fees outside of the rate case.

APS's primary CEOP tagline, "Shift Stagger, Save" and the names it gave to its new rate plans,

most of which begin with the words "Saver Choice" left customers with the impression that

once they moved to the new plans they would at best see reduced bills, or, at worst see savings

after they "shifted" their energy usage. For example:

o Some customers did not experience savings because they did not shift their usage and /

or they were not moved to "most economical" rate plans. in particular customers who

were placed on the timeofuse Saver Choice plan or the onepart Premier Choice plan

were least likely to "save" as a result of their new rate plan. Many of these customers

perceived a second rate increase when they moved from transitional rates to the new

rate plans in 2018.

11 Response to Staff data request 5.13 Attachment APSAR00443 ACC Complaint No. 2018151466 logged June 12
2018.
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o Depending on individual circumstances, electric bills could increase as a result of the

change in rate plans even when customers selected the most economical rate plan and

shifted their energy usage.

When APS implemented rate increases in midAugust 2017, the Company notified customers through a

bill insert. They also issued a press release intended to provide notice to the public through the media.

In both cases, the information provided concerning the rate increase was limited to notification of an

average of 4.5% rate increase that would increase bills for a typical residential customer by about $6 a

month. The portion of the bill insert dealing with the rate increase and changes in rate plans is shown

below.

On August 15, 2017, the Ari2ona Corporation Commission (ACC) voted to approve the
settlement agreement in AP5s general rate case. The decision which took effect on
August19 2017 paved the woyfor investment in a smarter cleaner energy

infrastructure, more choiceandcontrol through new rate options for customers, and
continued solar leadershipfor Arizona.The bill impact for a residential customer using

an average of 1,035 kwh per month is about a $6.16 per month increase, from
$135.54 to $141. 70, or4.5 percent. The impact on your individual bill will depend on
your actual energy consumption.The decision includes new rate options, with reduced
and realigned onpeak hours that create more choices for customers to control their

energy costs. No immediate action is required on your part. We will send additional

communications in the future about how you can choose among the new plans
(emphasis added). 13

It is not unreasonable to expect that most customers would have considered themselves to be about
average, and for them to expect their bills to increase by about $6 per month. During the last few
months of 2017, with cooler temperatures and lower power usage, most customers probably either did

not notice the August rate increase or noticed only a modest bill increase. However, in 2018 APS began
to transition customers from their existing rate plans to new plans regardless of whether they had

chosen a new plan. Certain adjustors, which had been rolled into base rates, also began to increase.
Some customers were placed onto rate plans with different rate structures and customers with a time-
ofuse component in their rate were billed based on different peak hours. In order to minimize costs

under the new plans most customers were required to select the most economical plan available d
change their energy consumption habits.

Although APS had been promoting its "Shift, Stagger and Save" message in various ways, the rate
increase notice sent in August 2017 did little to warn customers of the potential bill impact of

impending rate plan changes, or changes in certain billing categories not directly connected with the
approved rate increase (adjustors taxes and fees). Later when the "personalized" letters were sent

notifying customers that they would be transitioned to new plans, the letters also contained no

13 Response to Staff data request 8S Attachment APSARDD013.
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information warning customers that they could experience bill increases of substantially more than $6

per month. Instead, the letters contained examples of available new rate plans, which had names

suggesting customers would save money compared with their existing legacy plan (i.e., "Saver Choice"

"Saver Choice Plus" and "Saver Choice Max").

Not surprisingly customers placed into plans with titles that began with "Saver Choice" who later

experienced what they viewed as a second rate increase, sometimes became dissatisfied and felt that

APS had been less than transparent about communicating what was going to happen. In terms of

dissatisfaction, it did not matter whether higher bills were due to changes in rate structure or to the

customer's failure to shift or reduce energy usage. Evidence for this can be seen in the customer

comments from the nonsolar "rate case" complaints, as summarized in the table below.

Table 24-SelectedCustomer Rate CaseComments

Customer CommentACC Complaint APS Complaint

180111065 2018447711 APSAR(X)410

ApsAn00417180214058 2018148263

ApsAr<0o422180228120 2018148451

180507021 2018150227 APSAR0043S

180618050 ASPAR00444

18082811a ASPAR00450

Selected Customer Rate Case Comments Informal ACC Complaints Filed in 2018

Data Response Complaint

Attachment Date

I understand that APS needs to make a profit. But when APS publicaffairs

1/11/2018 reports that the average customer wontsee more than a small increase

and using their rate comparison tool I see lIl be paying on average $75 /

month more I am outraged.

How is it that my rate can increase twice in one year?I have noticed an

2/14/2018 increase from last year to this year... And now I receive a notice that Im

being taken off of my current plan and being switched to a new one that

will increase my costs ye! again.

Substantial rate increase was approved based on false estimates that

2./28/2018 average bills would increase on average of $6 per month percustomer. In

addition new rate plans are being forced upon customers that will further

increase customer cost even though consumption [is] decreased.

The increase was advertised as $5 $6 and stated by APSagents may be

less because you only have 5 hours of . . . peak power. In my case I ... see

S/7/5018 a radically different increase.. . [M}y normalized rate increase is actually

11.5% ...for the same amount of kwh... I have estimated outtake new

rate plans will at least cost $586 more this year.

I could not undersand the rate plans so I called them they informed me to

take the Saver Choice plan. did and so my next bill was $732. Iasked

them why is it so high? lcalled them... and found out I should have took

2018 . 151575 6/18/2018 Saver Choice Max they said my bill would have been $456.. . . Keepin

mind every north this goes on Im paying 30to 40% more than Im

supposed to be... [N]o way is this a 4.5% rate increase.

not only did APS raise their rates far more that] what was approved.

2018 153800 8/28/2018 They purposely simultaneously changed their billing structure so it was

more difficult to calculate the increase.

Source: Response to Staff data request 5.13
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Evaluat ion o f  CEOP Effectiveness - Solar  Custom ers

At the end of 2018 APS had approximately 75000 residential customers with solar panels

interconnected with the Companys distribution system representing approximately 7% of the

residential customer base. Decision No. 76295 required that distributed generation (DG) customers who

filed an interconnection application before the rate effective date would be "grandfathered" for net

metering. The specific settlement agreement language states as follows:

Ascontemplated in Decision No. 75859, grandfathered DG customers will continue to
take service under full retail rate net metering and will continue to take service on their

current tariff schedule for the length of the grandfathering period.

lt was also established that residential customers who submitted applications to install solar would be

eligible for retail net metering under grandfathering provisions as long as they submitted an application

by the end of August, 2017 and their system was approved by APS for installation by the end of

February, 2018. This created a surge in customer solar applications as the August deadline approached

and led to confusion about installation plan requirements. The surge in demand and attendant

confusion made it difficult for some applicants to get installation plans approved by APS, and so the

installation approval deadline was eventually extended to the end of May 2018.

Solar Customer Outreachand Communication

APSs CEOP included communications with both solar customers and installers. Outreach included

personalized letters to solar customers. The following are the important areas in which the CEOP did

not adequately inform solar customers and applicants:

Nonsolar customers were permitted to apply for solar until August 31, 2017 and receive
grandfathered net metering. lt was important for these future solar customers to understand
the benefit they would derive from net metering was dependent on the type of legacy rate plan

they had, and that they had until August 31 not just to apply for solar, but also to change their
legacy plan.

APS had a rate comparison tool which assisted customers in picking one of the new rate plans

approved in Decision No. 76295. However the tool did not provide any communication related

to explain the interplay between legacy rate plans and solar net metering.

Personalized letters and other communications with existing solar customers also failed to

explain the interplay between net metering and their legacy plans or that they had until August
31 to change their plans.

The following table summarizes the important components of APS's communication with solar
customers and other "stakeholders" (installers, solar panel providers etc.).
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Net Meter inq and Legacy Energy Rates

Solar customers (current, at the time of the settlement and future customers who submitted an

application to APS by August 31, 2017) were "grandfathered" into net metering. This meant they were

also "grandfathered" into the legacy energy rates governing what they consumed from APS, meaning

they were the only customers allowed to keep these rates after the new rate plans discussed above

went into effect.

In most cases future solar customers (applicants) who found they were on a legacy plan with a demand

component would have found it beneficial to change their plan to one without a demand component.

APS permitted this, but only until August 31, 2017 the deadline for new solar applicants to qualify for

net metering. After this point in time, if an existing or future solar customer found themselves on a plan

with a demand component or if they were on a twopart rate they were limited to the plan they were

on unless they wanted to forfeit grandfathered net metering.

Customers on legacy rate plans that included demand components (tariffs ECT1R and ECT2) would

probably have found it advantageous to switch to either the available timeofuse rate (ET2) or the

"standard" onepart block rate (E12), and in some cases customers on ET~2 might also have found it

advantageous to switch to E12. However, advantageous changes were not always made in time.

APSs messaging to solar customers and potential new solar customers did not inform them of either the

August 31, 2017 deadline for changing legacy rates or the potential advantages of doing so. Other APS

messaging in particular, the messages sent in personalized letters and posted on the ApS.com rate

comparison tool page, served to create confusion among current and future solar customers prior to the

August 31, 2017 deadline. As made evident by some solar complaints,existing and future customers

were sometimes unaware before it was too late of the potential advantages of various legacy rate

plans under net metering, in part because they believed that nothing was required of them to take full

advantage of the net metering rules. Messages such as the following reinforced this belief:

"No action is required on your part. As a grandfathered solar customer, you will not be

required to move to one of the new rate plans recently approved by the Acc." (Letter sent

to existing solar customers in August 2017)" (emphasis in the original).*'

Attention Solar Customers: Please note that Grandfather (sic) Solar Customers and those

Solar Customers who are in the queue awaiting interconnection are NOT required to select

a new rate plan" (emphasis in original) (APS Rate Comparison Tool on the APS.com

website).'5

This confusion became evident when reviewing complaints registered by solar customers most of

whom complained when they found out they could not change legacy rate plans after August 31, 2017

l
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and had been unaware of the need to do so prior to the deadline. In some cases, as customers

submitted solar applications on or near the August 31, 2017 deadline the time available to consider and
request a legacy plan change was short. The solar application and the rate change request would have

had to have been submitted on the same day (August 31, 2017). To the extent solar customers and
applicants had sufficient time to consider a rate plan change, APS's rate comparison tool did not
incorporate legacy rate plans or retail net metering.

Solar Customer Comploiri is

Of the 257 "rate case" complaints APS logged in 2018, 46 (18%) were classified as solar complaints an

amount that was disproportionately high compared with APS's solar customers, who accounted for less
than 8% of the residential customer base at the end of 2018. Our sample of 51 complaints included 13 of

these, which were analyzed in detail.

§_olar Complaints for WhichAPS De gijgquested Legacy Rate Chanqes

Most of the solar complaints in our sample resulted from customers who became aware in 2018 that

they were not on the legacy energy rate they desired, but when they inquired were told by APS that
they were past the deadline and could not change their rate unless they wanted to forfeit net metering.

lt is clear from the complaints shown in Attachment 22 that some, and perhaps many, solar customers

were uninformed and unaware of the need to make changes in legacy plans at the time they applied for
solar installations. Proper messaging from APS concerning changes in legacy rate plans, targeted
primarily to solar applicants but also to their installers would have prevented some of these

complaints.

Our sample contained two complaints for which APS granted the solar customer a change in legacy rates

after the August 2017 deadline. These are noteworthy because they indicate a possibility that other
solar customers who are not in the database because they had their rate plan requests granted after the

deadline were treated differently than the customers that appear in the complaint database. It begs the
question as to whether APS treated its solar customers consistently with respect to postdeadline
requests for rate plan changes.

Evaluation of CEOP Effectiveness - Adjuster Mechanisms

There was significant confusion regarding the adjustor mechanisms and their relationship to and impact
on the average 4.54% / $6 a month bill increase. The 4.54% / $6 a month average bill impact was

derived by taking the approved 15.90% overall increase in base rates less the adjustor transfer of
11.36%. Decision No. 76295 approved $267953,000 of costs that were previously recovered through

adjustor mechanisms to be transferred into base rates. The increase in base rate revenue caused by this
transfer was offset by the decrease in adjustor mechanism revenue. Therefore, it was revenue neutral.
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Because the impact of the adjustor mechanism transfer was to be revenue neutral, the necessity of

explaining it may have been thought to be unnecessary. However due to the timing of the annual

updates of some of the adjustor mechanisms the transfer was very confusing. For example there is a

oneyear lag for the LFCR update. This update, and some others are outside the rate case process and

therefore were not considered in the rate case. During 2018, APS had the following adjustor

mechanisms which are describe below:

.

.

.

.

•

.

.

Power Supply Adjustor (psA)

Transmission Cost Adjustor (TCA),

Lost  Fixed Cost  Recovery  Mechanism (LFCR),

Environmental Improvement Surcharge (ElS),

DemandSide Management Adjustment Charge (DSMAC),

Renewable Energy Adjustment Charge (REAC), and

Tax Expense Adjustment Mechanism (TEAM).

Power  Supply Adfustor  (PSA)

The PSA mechanism is designed to recover fuel and purchased power costs and other production

related variable costs to the extent those costs deviate from the Company's PSA cost included in base

rates. The PSA typically adjusts annually at the beginning of February. In 2017 it also was adjusted in

the interim when the most recent rate case was decided.

Transmission Cos t Ad j u sto r (TCA)

With the introduction of a formula ratesetting methodology at the Federal Energy Regulatory

Commission (FERC) in 2008 to more accurately reflect and recover certain costs that APS incurs in

providing transmission services, an adjustor was established to permit the recovery of charges for

transmission costs associated with serving the Companys retail customers through an automatic

adjustment mechanism. However the Commission retains the right to suspend such changes as it sees

fit." The formula rate is updated annually on June 1.

Los t  Fixed Cost Recovery Mechanism (LFCR)

The LFCR is designed to recover fixed costs of providing services (e.g. power poles wires other delivery
infrastructure) that would otherwise have been collected but for mandated energy efficiency and

distributed generation requirements which effectively reduce customer energy consumption.

16 2018 Pinnacle West Form 10K pp. 18 and 121 and Response to Discovery Staff 2.38 (APSAR00294 p. 1 of 35).
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Environmental Improvement Surcharge (€I3)

The ElS provides for the recovery of the capital carrying costs of actual environmental investments made

by APS not already recovered in base rates (as approved in Decision No. 76295) or through another

Commissionapproved adjustment.

Demandside Management Adiustment Charge (DSMAC)

The DSMAC provides for the recovery of demandside management (DSM) program costs and energy

efficiency performance incentives. DSM program costs are limited to those programs approved by the

Commission in the annual Energy Efficiency implementation Plan (a.k.a. the Demand Side Management

Implementation Plan)." On residential customer bills the DSMAC is combined with the Renewable

Energy Adjustment Charge and presented as the "Environmental Benefits Surcharge"."*

Bef1ew9Ql¢; fQv Adivffnleer_Cllrzrge (REAC)

The REAC recovers the cost of renewable energy programs included in the Company's annual Renewable

Energy Standard Implementation Plan and approved by the Commission that are not otherwise

recovered in base rates or other adjustor mechanisms. As noted previously, it is combined with the

DSMAC on residential customer bills and presented as the "Environmental Benefits Surcharge"."

[ax Exp ErseAdjustment Mechanism (TEAM)

The TEAM was approved in the August 18, 2017 decision by the Commission (Decision No. 76295) to

enable the pass through of material income tax effects resulting from potential federal income tax

reform legislation to customers. Later that year, the Tax Cuts and Job Act was enacted, and as a result,

the corporate tax rate was reduced from 35% to 21% effective on January 1 2018.20

FOUr CornersRate Rider and the System 8enet7ts Adjustment

The recovery of costs for two adjustor mechanisms the Four Corners Rate Rider and the System

Benefits Adjustment were transferred to base rates, and separate tracking of applicable costs was

ended.

CEOP EXPENDITURES

Overland reviewed the CEOP expenditures authorized in Decision No. 76295 and examined the

expenditures to determine the following:

• Whether they were directly associated with the CEOP,

xi Response to Discovery, Staff 5.5.
la Response to Discovery Staff 2.38 (APSAR00297 p. 3 of 3).
19 Response to Discovery Staff 2.38 (APSARDO298 p. 2 of 2 and APSAR00297 p. 3 of 3).
20 Response to Discovery Staff 2.38 (APSAROD299 p. 1 of 15) and 2018 Pinnacle West Form 10K p. S8.
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Whether they appeared reasonable in nature given the objectives of the CEOP,

Whether they were incremental to implementation of the CEOP (as opposed to expenditures

that would have been made absent the CEOP).

CEOP Expenditure Projects and Cost Categories

APS provided details of the expenditures under the $5 million CEOP authorization and the following list

of projects and expenditures that had been made through February 2019.

Table 25- APS CEOP Expenditures

Project Title Project DescriptionProject W

APS CEOPExpenditures
Se tember2017throu hFebrua 2019

Amount

Ex ended

DSM2187 Rate Analysis

DSM2188

DSM2189

s stem lute ration &Testify

Materials & Printing
rioters.

NonResldential EducationDSM2190

DSM2197 Customer Tools

DSM219B Mass Media

DSM2189 Outside Services / Agencies

DSM2190 Roadshows

Analysis of rates for personalized communication

$1165080 with APS residential customers including the rate

com arisen tool.
$298073 IT and technical im lementation costs

Print and mail personalized communications to

$$198265 residential customers aid to outside
$9 335 Communications about rate changes to non

residential customers including a rate workshop.

Sweepstakes program costs, including the costs of

$1364966 10200 smart thermostats and 2500 smart plugs

given to residential customers.

Customer communication through radio outdoor

$757637 billboards community print ads and social media

digital and interactive ads throughout APS territory.
Marketing agency fees support for conducting

$52465 customer focus groups on service plan features,
naming conventions and service plan options and

Spanish language consulting services.

Travel costs associated with rate review community
$2012 open hours hosted throughout Aizona to provide

information and answer customer questions
$4847834Total CEOP Projects

Source: Response to staff Data Request 2.62
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APS also provided information about the nature of the costs underlying its CEOP expenditures.

Table 26- APS CEOP Expenditures by Cost Type

T yp eAPS CEOP Expenditures by Cost

Am ount

$4279,777

$94,137

$473921

$4,847,835

Type of Cost

Outside Vendor Materials and Services

APS Employee Payroll and Overheads

Internal Cost Allocations or Transfers

Total CEOP Expenditures by Cost Type

Source: Response to Staff Data Request 2.62

Review of CEOP Payments for Outside Materials and Services

Through February 2019 39 vendors have provided materials and services categorized as authorized

CEOP expenditures by APS. The three largest vendors in terms of total payments, were selected to

examine the nature of the amounts spent on the materials and services they provided. The selected

vendors, summarized below, accounted for 62% of total CEOP expenditures on outside materials and

services, and 54% of total CEOP expenditures.

Table 27- APS Vendors Accounting for Significant CEOP Outside Materials and Services Expenditures

Gridx Inc.

LUX Products Corp.

Lavidge Co.

A m o u n t

$ 8 7 7 5 0 0

$1,025,294

$ 7 3 5 0 8 4

$2637 , 878

$4279 , 777

62%

APS Vendors Account ing for  Signif icant CEOP Outside

Mater ials and Serv ices Expenditures

Co m p a n y Project

Rate Analysis
Customer Tools
Mass Media

Total These Vendors
Total Outside Provider Expenditures

Pct. These Vendors

Source: Response to Staff Data Request 5.14

In each case the expenditures were for services and materials related directly to customer education

and outreach activities.

Serv ices Provided by Gr ldX Inc.

APS stated that the services provided by GridX were related to customerspecific rate analyses used in

the personalized communications APS employed as part of its customer education effort. Specifically,

Gridx developed application programming interfaces (APls) to provide results of APS's analysis of the

costs that individual customers would incur under the new rate plans and rates authorized by the

Decision No. 76295. APS stated that GridX is expected to provide ongoing services to maintain the rate

plan / rate tools they developed through the year 2020. The Company further stated that GridX services
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directly supporting the CEOP effort and rate tolls were provided from 2017 through May, 2019. Services

beyond May 2019 were paid for with funds outside of the S5 million CEOP expenditure authorization."

The expenses for Gridx incurred by APS as part of the $5 million in authorized CEOP expense were

associated with work to develop and improve the APS rate plan / rate comparison tool. As such, the

expenses were properly classified by APS as CEOP expenditures and directly contributed to the

production of the APS rate analysis tool that was a primary component of the CEOP.

Materials Provided by Lux Products Corp.

APS described the payments to Lux Products as "costs associated with the sweepstakes program that

gave away smart thermostats to eligible residential customers."2' To support the payments to Lux APS

provided a copy of a purchase order signed and dated December 13, 2017 (APS) and December 15, 2017

(Lux). The purchase order supports $728000 of the approximately $1025000 in payments to Lux and

lists the following items:

•

.

4000 Lux GEOWH03 @ $90 each = $360,000

4,000 Lux GEOWH03 @ $92 each = $368,000

Through an internet search it was confirmed that the Lux GEOWH003 is a vifi programmable

thermostat that can be purchased for $97.84 at Home Depot." A website search also shows that the

same product can be purchased on Amazon for $94.99. The product may have been more expensive in

2017 which may explain why APS did not receive much of a discount relative to current retail prices.

APS's data response to our initial request for CEOP expenditure support left $297,000 in payments to

Lux unsupported. In response to followup discovery APS provided a copy of a change notice which

supported an additional $203,000 for an additional 2,250 thermostats. APS stated the remaining

s94,000 was sales taxes associated with the purchase of all of the thermostats."

Services rrevidfid by LavidqeCo.

APS utilized Lavidge Co. to assist with customer communication through digital and media services. APS

described the expenses associated with Lavidge as "customer communication through radio outdoor

billboards, community print ads, and social media digital and interactive ads throughout APS's service

territory.""

ll Response to Staff data request 7.1.
zz Response to Staff data request 5.14.
za $97.84 is the price advertised on the Home Depot website on April 19 2019.
21 Response to Staff data request 6.18 and Attachment APSAR00543 (Change Notice for additional thermostats).
zs Response to Staff data request 5.14.
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Rev iew of "Employee Salaries and Related Overheads" Charged to CEOP Project Orders

A total of $94137 (2%) of the costs charged to CEOP project orders consisted of "payroll" and related

payroll taxes." APS stated that "[m]ost of the labor expenses associated with outreach education, and

transition of all customers were absorbed in the APS business units and not charged to the 55M

allocation." This procedure is appropriate given that internal APS labor costs, apart from employees

hired for the purpose of working directly on CEOP efforts would not have been incremental to the

CEOP; as such, the costs should be recoverable by APS through base rates rather than through special

funding such as the CEOP authorization. APS further stated that the $94137 in labor expense charged

to CEOP project orders was associated with contractor resources heeded to supplement APS staff during

"stabilization.""

In response to a followup data request, APS acknowledged that the payroll expenses charged included

time associated with 12 employees. How much of the $94000 in payroll is incremental contractor

expense and how much is nonincremental employee payroll is unclear, however, as noted above, total

payroll constitutes only about 2% of total CEOP expenses, APS's response to our data request

concerning payroll charged to CEOP projects stated as follows:

Over 200 APS employees and contractors worked on the customer

outreach, education and transition project. Of these 200 employees

12 APS employees did charge their time to the $5M authorization

for incremental work directly tied to the outreach education and

transition of customers. Eleven of the 12 employees work in /T and

the remaining employee works in Customer Service. As stated in

APS's Response to Staff2.63 APS spent approximately $3M for

technology enhancements not charged to the SSM authorization.

This additional 53M included incremental system upgrades and

contractor labor."

Review of " ln terno l Cost Allocations or Transfers" Charged to CEOP Project Orders

APS charged a total of $473,921 for what it describes as "internal cost allocations or transfers" to CEOP

project orders." Nearly all of this, $471,682, consists of "materials and supplies" described by APS as

"printing and mailing costs for personalized communications to residential customers using APSs print

shop... "to To the extent the print shop incurred expenses were incremental to the CEOP activities, and

would not have otherwise been incurred, it was appropriate to apply the costs to CEOP project orders.

ZS Response to Staff data request 2.62 Attachment APSAR00344.
z1 Response to Staff data request 2.62.
za Response to Staff data request 6.19
29 Response to Staff data request 2.62 Attachment APSAR00344.
30 Response to Staff data request 2.62.
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APS was asked to provide support showing that printing and mailing costs charged against the CEOP

authorization was associated with customer outreach. APS provided a worksheet showing
approximately 200 individual amounts charged to "DSM 2189 - Materials and Printing" and totaling

approximately $465,000. The line descriptions associated with the charges indicated they consisted
primarily of direct mail associated with customer rate migration." Based on this the amounts that
represented incremental costs associated with the CEOP are satisfactory.

FINDINGS

CEOP Methods, Procedures and Custom er  Reach

1. The majority of the information communicated to customers in APSs CEOP was reassosnable

and understandable. Some of the most important information was conveyed in personalized

letters describing new rate plans, including the plans "most like" customers' existing plans, and

the plans likely to be "most economical" given customers' recent historical usage.

2. The scope of the CEOP was adequate to reach APS's entire residential customer base. The most

important information concerning rates and rate plan changes was communicated through bill

inserts or direct mail (e.g. personalized letters describing new rate plans) mailed or emailed to

all customers. APS provided direct communications in Spanish for customers who selected

Spanish as their language for billing. Limited exceptions to complete customer reach for all

CEOP messaging included:

. APS did not have email addresses for approximately 45% of its residential customer base.

. Radio and billboard advertising related to the CEOP was confined to the Phoenix metro area.

3. As part of the CEOP APS created several tools to assist customers in selecting new rate plans

and managing their electricity usage. The most important of these was a rate comparison tool,

contained on the APS website, which enabled customers to compare projected annual costs

under their existing legacy rate plans and among available new rate plans. It remains available

currently to assist customers in selecting among available rate plans. Customer dissatisfaction

caused by higher bills and the new modernized rate plans could have been worse had the rate

comparison tool not been available.

4. Due to the timing of the annual updates of some of the adjustor mechanisms, the transfer was

very confusing to customers and the impact of the transfer was not properly communicated by
APS.

31 Response to Staff data request 7.4 Attachment APSARD0551.
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CEOP Effectiveness - NonSolar Customers

5. An analysis of a sample of 2018 customer complaints classified by APS as "rate case" related
shows the following:

Some customers believed that the 4.5%/ $6 per month average rate increase
advertised by APS in 2017 significantly understated the actual increase and amounted

to misinformation.

Some customers believed that the rate plan transition that occurred in spring 2018
following the rate increase under legacy rate plans in 2017, amounted to a second

increase in their utility rates.

Some customers seemed to be more upset with being moved to new sometimes
differently structured rate plans and rate plans with different peak hours, than they

were with the 2017 rate increase.

Some customers who moved to new rate plans experienced or perceived the rate plans

as causing significant increases in their bills.

Some customers were unhappy with being placed on rate plans with a demand
component.

6. Notwithstanding that information provided to customers through the CEOP appeared to be
accurate and appropriate, the information provided by APS in its rate increase notices and

personalized letters failed to convey certain important details, including the following:

The "average customer" rate increase percentage and bill impact (4.5% increase, $6 per
month) disclosed in customer notices and press releases failed to adequately convey that
the impact of the modernized rate design on individual customers could vary widely and

over time, depending on customerspecific circumstances and changes in other customer
bill components such as adjustors taxes and fees that were not included in the average

percentage or bill increase disclosed in the notice.

The rate plan transition letters sent in the first few months of 2018 also failed to adequately

convey that customers could experience additional increases in their bill (in addition to
those that occurred when rates were increased in 2017), depending on customerspecific
circumstances which included the specific rate plans customers were on before and after

the transition and the customers willingness and ability to make changes in energy usage
incentivized by the new plans such as shifting usage to accommodate new onpeak hours

and demand charges.

CEOP Effectiveness - Solar Customers

7. APSs CEOP messaging did not inform solar customers or applicants of the August 31 2017

deadline for changing their legacy rate plans or the potential advantages of doing so.
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8. Solar customer complaints show that existing customers and applicants were sometimes

unaware of the potential advantages and disadvantages of different legacy rate plans under net

metering because they believed that nothing was required of them to take full advantage of the

net metering rules.

9. APS's rate comparison tool did not incorporate legacy rate plans or retail net metering, which,

had it been available before the August 31, 2017 deadline would have permitted solar

customers to assess the benefits of different rate plans under net metering.

10. Although August 31 2017 was the stated deadline for solar customers and applicants to change

their legacy rate plan there are examples in which APS made exceptions, allowing customers to

change plans after the deadline. lt is not clear that there were valid reasons for these

exceptions raising the possibility that there were no uniformly applied rules that determined

whether solar customers were permitted to change legacy rate plans after August 31, 2017.

CEOPExpenditures

11. APS charged $4.85 million to CEOP project orders (against its $5 million expense authorization)

between September, 2017 and February 2019. of this, $4.28 million (88%) was for outside

(vendor) materials and services, $474000 (10%) was primarily internallyincurred print shop

costs and $94,000 (2%) was payroll associated with contract and full time APS employees who

charged time to CEOP projects.

12. Overall the expenses charged to CEOP project orders between September 2017 and February,

2019 appear to have been reasonable directly related to CEOP activities, and incremental to the

CEOP effort.

13. Overland reviewed the expenses associated with the three largest CEOP vendors, accounting for

62% of total CEOP vendor costs, and found that all three vendors provided services directly

applicable to CEOPefforts. Evidence indicates that the costs were properly incurred and were

incremental to the CEOP.

14. Payroll expenses charged to CEOP project orders account for only $94,000 (2%) of the total

amount charged against the $5 million authorization through February, 2019. These costs were

incurred to hire contract employees who worked specifically on the CEOP effort and included

costs from 12 fulltime APS employees who charged CEOP project orders. Because it includes

expenses associated with regular APS employees some percentage of the $94,000 in payroll

expense appears to be nonincremental expense that should have been recoverable through

base rates. However even if regular employee expenses constituted the entire $94,000 this

amount is immaterial relative to the $5 million authorization.
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15. Internal cost allocations and transfers charged to CEOP project orders consisted almost entirely

of internally incurred print shop costs totaling $472000. Supporting detail showed the expenses
consisted primarily of printing materials and supplies associated with direct mail sent to

customers concerning transition to new plans.

RECOMMENDATIONS

lt is reasonable to have APS fund and implement a Customer Outreach and Education Program that will
be developed and administered by Commission Staff. Therefore it is recommended that APS be

required to work with Staff to hire an independent consultant funded by APS to develop such a program
to properly and adequately educate customers on all aspects of APSs rate plans. It is in the public

interest to have the Company provide customers with proforma billing information on how much they
would pay given their actual usage during each month in the customer were on their most economical
plan. In addition, in the future, the impact of the adjustor mechanisms on rates should be thoroughly

explained and quantified to customers.

APS should provide grandfathered, net metered solar customers with legacy demand rates (ECT1R EPR
and ECT2 EPR) an additional opportunity to switch to a rate that enables them to fully benefit from net
metering (E12 ET1 or ET2). APS should provide notice to these customers to ensure they are made

aware of the opportunity to switch to a more advantageous legacy rate plan. In addition, APS should
provide educational materials informing these customers about the advantages and disadvantages of
each legacy rate plan that can be paired with solar net metering. The window of opportunity to switch

plans should remain open for a reasonable time (e.g., the remainder of 2019) to ensure that all
remaining demand rate solar customers have either transition to another legacy plan or positively

confirmed for APS that they wish to remain on their existing demand rate.
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3. RATe DESIGN REVIEW

OVERVIEW

Overland reviewed the billing determinants used by APS in the Proof of Revenue from Decision No.

76295 in its 2015 rate case and compared the Companys assumptions from 2015 to the actual customer

billing determinants used in 2018. A summary of projected 2015 and actual 2018 determinants for rate

class groupings is shown below."

Table 31. . Billing Determinants Summary

Average

Customers

2015 Adjusted Test Year

Average Adjusted BaseRevenue

Customers MWh ($000)

2018 Actual

Adjusted BaseRovenue

M W h (5000)Rate class

Residential

Basic Rate Plans

TimeofUse Energy Plans

TimeofUse Demand Plans

Solar Rate Plans

Subtotal Residential 3583261

5221299

3850894

456767
13112221

14103822

514215

27730258

2895587

4523363

5759371

238216
13416537

14089945

509135

28015617

456301

372869

192225

79421

1100816

131887

274s

1,235449

494809
711080
457730
66569

1730188

1475736

65213

3271137

398475

620647
674708

29154

1722984

1463595

64900

3251,479

420207
329997

263930
32856

1046990

General Service 127882

Other* 2460

Totals 1177332

* lighting and Irrigation rate schedules

Overall 2018 base revenue was materially consistent with APS test year projections as revised to adopt

the approved rates in Decision No. 76295. However, there were significant variations within the

residential rate classes that are further discussed in the following sections.
Table 32 - Average Customers

Residential by Rate Type

Basic Rate Plans

Time of Use Energy

Time of Use Demand

Subtotal Non solar

%
9%
13%

(27%)
1%

Diffe fence

36,094

42872

(71, 705 )

7, 261

Average Customers

Actual Projected

2018 2015

456,301 420,207

372,869 329,997

192,225 263,930

1,021,395 1,014,134

Solar Rate Plans 79,421 32,856

Total

142%

5%

46,565

53,8261,100,816 1,046,990

32 Response to Discovery Staff 4.5 (ASPAR00370).
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Because the Company transitioned to new rate plans in May 2018, the analysis above groups customer

counts in the legacy and new rate plans by the plan characteristics (i.e. twopart or threepart rate).
The data shows that more customers were on basic plans than expected, and significantly fewer

customers chose to move to demand rates. Participation in solar rates more than doubled from 2015
due to the accelerated adoption of rooftop solar installations.

Analysis of plan enrollment data at December 31, 2018 - after the adoption of the new rate structure -
provides additional insight into customer distribution relative to expectations from the 2015 rate case:33

Table 33 Customersby Rate Class

Difference

TOUD

14283
l 13,058)

17065
55132

(50,443)
12426

Rate Class

RXS
Basic Rates RBASIC

RBASIC L
RTOUE
R2
R3
RTECH
E12 EPR
ET1 EPR

Solar Rates ET2 EPR

ECT1R EPR

ECT2 EPR

%
6%

(9%)
73%
17%

(44%)
8%

(98%)
144%
60%
142%
58%
232%

(950)
17348
3340

19,896
202

2048

Customers by RateClass
Actual at Projected

12/31/2018 2015
271629 257346
126,049 139,107

40,482 23,417
385267 330,135
64,673 115,116

160,471 148045
18 968

29,367 12,019
8924 5584

33,915 14,019
553 351

2,931 883

The higher numbers of customers in basic rates is evidenced in the RXS and RBASIC L rate classes.
While the larger customer count in the smallest rate plan (RXS) is comparable to the overall growth

APS' customer base, the variance in the RBASlC L rate class suggests that customers did not migrate
from basic to timeofuse rates in the numbers the Company anticipated. More customers than
expected in the demand rate class group migrated to the R3 rate, which has higher demand charges

and lower perkwh energy charges than the R2 rate. However, there are substantially fewer customers
in the R2 rate class than estimated

Furthermore, the increase in solar customers between 2015 and 2018 could partly explain the lower
than expected numbers in other rate classes. APS did not make any projections in the 2015 rate case for
conversions to solar rates; hence, the 2015 figures represent the actual count of solar customers during

that test year. These customers migrating to solar from other rate plans had a material impact to the

variances in the Company's forecast.

as APSRate Migration Report - 123118 and Response to Discovery Staff 4.5 (ASPAR00370).
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During the transition customers could elect to move to a qualifying rate plan. For those that didn't
make a choice, APSmoved customers onto rate plansmost similar to their existing plan. According to

the Company,669,831 customers were defaulted to a "most like" rate plan as of May 18, 2018.
However for approximately 56% of those customers, the "most like" rate plan was not the most
economical based on their prior twelvemonth consumption data."

CONSUMPTION ANALYSIS

MWh Sold

1 4 0 4 9 0 0 0

zs.&\1¢iu¢1u

i  a l u a a 0

xspaqnnn

mununm

51D110.W0

ru n s2484 : w a s : a u

Inezlasiwlav . @ e H l G l l §

Despite a 5% increase in the APS customer base,
electricity consumption as measured in

megawatthours (MWh) sold, was relatively flat
in the 20152018 time period." In its 2018
annual SEC filing, the Company noted,

"[i]mproving economic conditions and customer
growth were offset by energy savings driven by

customer conservation, energy efficiency, and
distributed renewable generation initiatives."3°
Residential customers consistently accounted

for 47% of total sales throughout the period.
Electricity sales to residential customers in 2018 generally matched APS 2015 projections in total but
showed some variability among rate classes as shown below."

Table 34 a n d 3 5 MWh Sold by Rate Type and Annual kw h per Customer

* *AResidential  byRate

Basic Rate Vlans

T ime of Use Energy

T ime of Use Demand

Subtotal  Non solar

Residential  b RateT

Sasic Rate Plans
11 me of Use Energy
11 me of Use Demand
Subtotal . Non solar

A n n u a l  kwh or Customer
Actual Projected

2048 1015 Di fference

7853 6.891 962

14003 13.707 295

20033 21szz 117891

12390 12995 (605)

Di fl erenoe
687674
597936

I 1sa8477l
(522867)

24%
15%

63%)
(4%)

M Wh  So l d  b  Ra te  T e

Actual Projected

zoos 2015

3583261 2895.587

5221.299 4523363

3850894 5759371

1 2 sss4 s4 13178321

14%

2%

(8%)

(5%)

92%

2%

Solar Rare Plans

Total

Solar Rate Plans

Yotal

(21%)

7%

11499)

903

218551

304 316

5.751

11911

7250

12.B14

456757

13112221

238215

13416537

The trends are similar to those discussed in the customer analysis above. Relative to the 2015

estimates, higher consumption by customers in basic rate plans was offset by lower consumption by
customers on demand rate plans. Solar consumption increased, commensurate with the large growth in
customer base, but was lower on a percustomer basis. The customers who switched to solar during the

as Response to Discovery, Staff 9.1.
is Based on Response to Discovery Staff4.S (ASPAR00370) and APS FERC Form 1 Reports.
36 Pinnacle West Form 10K for the year ended December 31 2018 p.63.
37Based on Response to Discovery, Staff 4.5 (ASPARO0370).
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20152018 timeframe used considerably less energy than those who had solar rates during the 2015 test

year.

R E VE N U E  AN AL Y S IS

Base Revenues

Overall, APS' 2018 base revenues from retail electric sales were consistent with the 2015 forecast, with

total base revenues of $3.27 billion approximately 1% higher than the projected amount of $3.25 billion.

The variations for rate plans in residential segment are summarized on the following table:"

Table 36 Base Revenues

Residential by Rate Type

Basic Rate Plans

Time of Use Energy

Time of Use Demand
Subtotal Non solar

Base Revenues (000's)

Actual Projected

2018 2015

S 494809 $ 398475

s 711,080 s 620,647

S 457730 $ 674,708

$ 1,663,619 s 1,693,830

Difference %

s 96334 24%

$ 90,433 15%

s (216978) (32%)
S (30,211) (2%)

Solar Rate Plans s 66569 s 29,154 s 37415 128%

Total $  1730188 S  1722984 $ 7204 0%

The distribution of revenue collected from customers in the various rate plans was very similar to the

energy consumption trends noted above, with higher collections from basic rate plans and lower

collections from demand rate plans.

B IL L  C O M PAR ISO N S

Overland analyzed the impact of the rate increase on residential customers by comparing typical bills for

customers consuming similar amounts of energy under the legacy rate plans (prior to the application of

the rate increases in August 2017) to the current tariffs. According to the approved 2016 settlement

agreement in Decision No. 76295, the average base rate impact to residential class customers was

expected to be 15.90% which was comprised of a general rate increase (4.54%) and a reallocation of

adjustor collections into the base rate (11.36%)." The adjustor transfers were fully offset through lower

subsequent adjustor charges. Our analysis focused on the impact to base rates; thus the full 15.90% was

presumed to be the average bill increase. Similarly, the 2018 rates do not contain the impact of changes

in the adjustor mechanisms since 2015

so Response to Discovery Staff 4.5 (ASPAR00370).
39SeeACC Decision No. 76295 Attachment 1 Settlement Agreement Appendlx L.
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Basic Rate Plans

Residential customers on APS legacy basic rate tariff E12 that did not elect a different plan during the
conversion were transferred onto the RXS, RBASIC or RBASIC Ltariffs depending on their average

monthly energy usage. To qualify for the RXS tariff, monthly consumption must be below 500 kwh,
while the RBASIC tariff consumption must be below 1,000 kwh per month. Larger customers were
moved to the RBASIC L tariff, but this plan was frozen to new customers. The bill comparisons for each
tariff are shown below.4°

Table 310 - Typical Blll Comparison - RXS Tariff (Llte Choice)

2018 Rate 2015 Rate
kwh block R-XS R-12 Difference %

18%

19%

19%

20%

12%

3.30
5.29
7.28
9.26
7.11

$ 18.24
s 27.92
s 37.61
s 47.30
$ 61.12

S 21.54
s 33.21
s 44.89
s 56.56
s 68.23

s
s
s
s
S

$ 3.57
s 5.83
s 8.09
s 10.34
s 12.59

20%
21%
22%
22%
23%

does not contain the adjustor transfer or any changes in the adjustor

Summer
O100
101200
201300
301400
401500

Winter
o100 s z1.s4 s 17.97
101200 S 33.21 S 27.38
201300 s 44.89 $ 36.80
301400 s 56.56 s 46.22
401500 s 68.23 s 55.64

Note This analysis focuses on the base rate impact and
mechanisms since 2015.

'°The underlying data for all bill comparison schedules in this section were provided in APS Response to Discovery
Staff 8.10 (ASPAR00552).
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Table 311 - Typical Bill Comparison - RBASIC Tariff (Premier Choice)

2018 Rate 2015 Rate

RBASIC R 1 2 Di f fe re n c e %

7%

0%

1%

4%

6%

s 79.90

$ 89.15

s 101.54

s 113.93

s 126.33

s
s
$
s
S

s 74.93

s 88.75

s 102.57

$ 118.73

s 134.90

4. 97

0. 40

(1. 03)

(4. 80)

(8. 57)

k w h  b l o c k

S um m er

5 0 1 6 0 0

6 0 1 7 0 0

7 0 1 8 0 0

8 0 1 9 0 0

9 0 1 1 0 0 0

Winter

5 0 1 6 0 0

6 0 1 7 0 0

7 0 1 8 0 0

8 0 1 9 0 0

901 1000

23%

20%

21%

22%

23%

does not contain the adjustor transfer or any changes in the adjustor

S 79.90 S 65.05 S 14.85

s 89.15 $ 74.47 s 14.68

$ 1 0 1 . 5 4 s 83.89 $ 17.65

$ 1 1 3 . 9 3 S 93. 30 S 20.63

$ 1 2 6 . 3 3 $ 1 0 2 . 7 2 $ 23. 61

Note: This analysis focuses on the base rate impact and

mechanisms since 2015.
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Table 312 .. Typical Bill Comparison - RBASIC L Tariff (PremierChoice Large)

2018 Rate 2015 Rate

kwh block RBASICL R-12 Difference %

11%

8%

6%

4%

2%

1%

0%

1%

Summer

10011100

11011200

12011300

1301 1400

1401 1500

1501 1600

1601 1700

17011800

18011900 2%

3%

s 151.07

s 167.23

$ 183.40

s 199.57

s 215.74

s 231.90

s 248.07

s 264.24

s 280.40

s 296.57

s
s
$
s
s
s
s
S
s
s

s 167.27

s 180.68

s 194.10

s 207.51

s 220.92

s 234.33

s 247.74

s 261.16

s 274.57

s 287.98

16.20

13.45

10.70

7.94

5.18

2.43

(0.33)

(3.08)

(583)

(8.59)

49%

49%

48%

48%

47%

47%

47%

47%

46%

46%

nesnot contain the adjustor transfer or any changes in the adjustor

19012000

Winter

10011100 $ 167.27 S 112.14 $ 55.13
11011200 s 180.68 s 121.55 s 59.13

12011300 s 194.10 $ 130.97 s 63.13

13011400 S 207.51 s 140.39 s 67.12

14011500 s 220.92 s 149.81 s 71.11

1501-1600 s 234.33 s 159.22 s 75.11

16011700 s 247.74 s 168.64 s 79.10

17011800 s 261.16 s 178.06 s 83.10
18011900 s 274.57 s 187.47 s 87.10

1901-2000 S 287.98 S 196.89 $ 91.09

Note: This analysis focuseson the base rate impact andd
mechanisms since 201s.

For small customers on the RXS plan, the rate increase was slightly higher than the average overall

increase of 15.9%. The basic service charges and energy charges increased approximately 1520% for

this group.

One significant change to the basic rate plans was the elimination of the inclining block energy charges

for summer months in the legacy R12 tariff. While the kwh energy charges are higher in the RBASIC

and RBASIC Ltariffs relative to the RXS tariff, they are actually lower than the R12 energy charges for

all usage over 400 kwh per month. As a result summer bills were not impacted by the new rates and in

some cases, were projected to decrease. The legacy winter rates, however, were on a single block

charge which increased substantially under the new rate structure as reflected on the tables above.

Tim e of  Use - Energy Plans

APS customers who were on a twopart rate (a basic service charge per day and an onpeak/offpeak

energy charge) and did not elect a different rate plan were moved onto the RTOUE tariff. The new rate
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tariff maintained the twopart design, with the peak hours changed to 3:00 p.m. to 8:00 p.m. on non

holiday weekdays. The new tariff also introduced a super offpeak rate for certain hours during the

winter billing period that is approximately 30% of the normal offpeak energy charge. The bill

comparison with the legacy ET2 tariff is shown below.

Table 313 - Typical Bill Comparison - RTOUE Tariff (Saver Choice)

Seleaed
kwh b10d:

2018 Rate 201s Rate
RTOUE ET2 Difference %

20%
22%
23%
23%
24%
24%
25%

s 24.31
$ 38.40
s 52.50
s 66.59
s 80.68
s 108.85
s 137.03

s 123.76
$ 177.30
S 230.84
$ 284.37
s  337.91
s 444.99
s 552.07

s 148.07
s 215.70
s 283.33
$ 350.96
s 418.59
s 553.84
s 689.10

Summer
9011000
14011500
19012000
20012500
25013000
30014000
40015000

Winter
9011000
14011500
19012000
20012500
25013000
30014000
40015000

31%
18%
19%
20%
21%
21%
22%

s 30.52
s 29.04
$ 40.21
s 51.08
s 62.24
s 8427
s  106.31

$ 130.33
$ 189.09
$ 247.86
s 306.62
$ 365.38
s 482.90
s 600.43

s 99.81
s 160.05
s 207.66
s 255.54
s 303.14
s 398.63
s 494.12

d does not containtheadjustor transfer or any changes in the adjusterNote: This analysis focuses on the base rate impact an
mechanisms since 2015.

The increases across all usage blocks were higher than the overall 15.9% projected average. The basic

service charge was reduced in the RTOUE, tariff, offset by higher energy rates, especially the offpeak

energy charge. The severity of the increases in the winter period was mitigated somewhat by the new

super offpeak energy charge.

Dem and Plans

APS offers two demand plans in its current offerings. These plans have a three part structure with a

basic service charge, a demand charge based on the highest hourly onpeak demand and an energy

charge. The R2 tariff (Saver Choice Plus) has a lower demand charge and higher energy charge than the

R3 tariff. Most APS customers on a demand rate as of December 31 2018 were on the R3 tariff.

Overland compared typical bills over a selection of usage blocks from the legacy ECT2 demand rate to

the R3 tariff below.
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Table 314. . Typical Bill Comparison- R3 Demand Tariff (Saver Choke Max)

%

4%

3%

17%

15%

20%

18%

16%

11%

8%

5%

3%

8%

8%

8%

oes not contain theadjustor transfer or any changes In the adjustor

Selected 2018 Rate 201s Rate
k w h block R 3 ECT2 Difference

Summer

9011000 s 137.71 s 143.53 s (5.81)
14011500 s 208.87 s 202.22 $ 6.65
19012000 S 271.32 s 232.57 $ 38.75
20012500 s 330.28 S 287.22 $ 43.06
25013000 S 385.76 S 321.62 $ 64.15
30014000 s 498.45 s 422.81 s 75.64
40015000 $ 576.26 S 498.36 S 77.91

Winter
9011000 s 97.29 s 109.66 $ (12.37)
14011500 s 142.59 s 155.13 s (12.54)
19012000 $ 186.67 s 178.63 s 8.04
20012500 5 228.30 $ 220.76 $ 7.54
25013000 S 267.48 S 247.98 $ 19.50
30014000 s 349.51 S 324.77 $ 24.74
4001S000 S 415.64 S 383.89 $ 31.75
Note: This analysis focuses on the base rate impact andd
mechanisms since 2015.

In most instances, bill increases were projected to be lower than the 15.9% overall average and in some

cases, were expected to decrease. The R3 tariff had a lower basic service charge and lower average

increases in perkWh energy charges than other rate plans. These were somewhat offset by demand

charge increases of approximately 30% which had a greater impact on summer bills that typically have

higher peak demand.

Rat e Plan Transitions

As discussed in other sections of this report, customers were encouraged to compare estimated rates on

the various rate plans and select the most economical plan based on their consumption patterns.

Overland analyzed the typical bills for a selection of usage blocks under various transition scenarios to

determine the impacts of moving to a different plan, as shown on the tables below.
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Tables 3-15 and 316 -Typical Sm Comparison - Transitions from Basle Rate Plans

Ii

%

Conversion from Basic Rate Tariff to Demand Tariff
Selected 2018 Rate 2015 Rate

kwh blow R3 E12 Difference%

2%
3%
9%

12%
16%
21%
28%

s 137.71
$ 208.87
s 271.32
$ 330.28
s 385.76
s 498.45
$ 576.26

s 134.90
s 215.74
s 296.57
s 377.41
s 458.24
s 630.81
s 803.38

s 2.81
s (6.87)
$ (25.25)
s (47.13)
s (72.48)
$(132.36)
$(227.12)

Summer
9011000
14011500
19012000
20012500
25013000
30014000
40015000

Winter
9011000
14011500
19012000
20012500
25013000
30014000
40015000

s 102.72
s 149.81
s 196.89
S 243.98
s 291.06
$ 385.23
s 479.40

s 97.29
s 142.59
s 186.67
s 228.30
$ 26748
s 349.51
s 415.64

s (5.43)
s (7.22)
s (10.22)
s (15.68)
$ (23.58)
s (35.72)
s 63.76

5%
5%
5%
6%
8%
9%

13%

not contain the adjustor transfer or any changes in the adjustor

Conversion from Basle Rate Tariff to Ener Tariff
Selected 2018 Rate z01s Rate

kwh blodc RTOUE E12 Difference
Summer

9011000 $ 148.07 s 134.90 s 13.17 10%
14011500 $ 215.70 $ 215.74 S (0.04) 0%
19012000 S 283.33 s 296.57 s (13.24) 4%
20012500 S 350.96 S 377.41 s (26.45) 7%
25013000 $ 418.59 s 458.24 s (39.65) 9%
30014000 S 553.84 S 630.81 S (76.97) 12%
40015000 S 689.10 S 803.38 $(114.28) 14%

Winter
9011000 s 130.33 s 102.72 s 27.61 27%
14011500 s 189.09 s 149.81 s 39.29 26%
19012000 s 247.86 s 196.89 s 50.97 26%
20012500 $ 306.62 $ 243.98 s 62.65 26%
25013000 $ 365.38 s 291.06 s 74.32 26%
30014000 $ 482.90 $ 385.23 s 97.67 2S%
40015000 s 600.43 s 479.40 s 121.03 25%

Note: This analysis focuses on the base rate impact and does
mechanisms since zo is.

Table 317 -Typical Bill Comparison - Transitions from Energy Plan to Demand Plan

%

11%
18%
18%
16%
14%
12%

4%

3%
11%
10%
11%
12%
12%
16%

does not contain the adjustor transfer or any changes In the adjustor

Selected 2018 Rate 2015 Rate
kwh blow R3 E I2 Difference

mer
9011000 s 137.71 s 123.76 $ 13.95
14011500 s 208.87 $ 177.30 $ 31.57
19012000 s 271.32 s 230.84 s 40.49
20012500 s 330.28 s 284.37 $ 4591
25013000 s 385.76 s 337.91 s 4785
30014000 s 498.45 s 444.99 s 53.46
40015000 s 576.26 s  552.07 $ 24.19

Winter
9011000 s 97.29 s 99.81 $ (2.52)
14011500 S 142.59 S 160.05 $ (17.46)
19012000 s 186.67 S 207.66 $ (20.99)
20012500 s 228.30 S 255.s4 $ (27.24)
25013000 s 267.48 S 303.14 S (35.66)
30014000 s 349.51 s 398.63 s (49.12)
40015000 s 415.64 $ 494.12 s 78.48

Note This analysis focuses on the base rate impact and
mechanisms since z01s.

Customers with low energy consumption (less than 500 kwh per month) were moved to the RXS rate

tariff and were not expected to materially benefit from another rate plan. For moderate and large
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customers on basic plans, most would see lower than average bi l l increases, and in many cases would

see bills decrease on a demand tariff. While the introduction of a demand charge would change the

billing structure for those customers moving from basic and energy rate plans, substantially lower per

kwh energy charges and lower basic service charges would potentially offset the demand charge. The

cost advantages from these plans were higher as consumption increased.

The change from the basic rate tariffs to a timeofuse energy tariff had a mixed effect. In similar
fashion to customers previously on timeofuse rate plans the elimination of the summer inclining block
charge led to projected reductions in the summer bills. However, the winter bills were estimated to

increase more than the 15.9% average due to higher perkwh energy charges.

FINDINGS

1. Although APS' 2018 base retail residential revenues were in line with 2015 estimates at an

overall level, the number of medium and largeusage customers transitioning to demand rates

did not meet Company expectations The comparison of typical bills show that customers on

demand plans were expected to see smaller overall bill increases, and actual bill savings if

converting from a basic plan. As a result, should these customers continue on suboptimal rate

plans, APS could see higherthananticipated revenues in future years.

2. The design of the Companys new rate plans favored demand rates over basic rates and energy

rates. Analysis of typical bills indicates that rate increases for basic (onepart) and timeofuse

energy (twopart) rate plans were higher than average while demand (three-part) rate plans

had lower than average increases. Furthermore, customers who were moved by APS onto a

rate plan "most like" their previous plan were less likely to be on the most economical rate

plan.

3. APS reported [BEGIN CONFIDENTIAL $6.7 million [END CONFIDENTIAL] of excess earningsirl

2018 mis associated with higher than expected revenues due to changes into modernized rate

designs made in the 2016 rate case"1

RECOMMENDATION Form atted: Heading 2. Space After: 0 pt Line spacing:

single

Given the risk  of variances in the distribution of customers on the various  residential rate plans from

those assumed in the 2016 rate case APS should prepare a metric to track the progress of customer rate

plan conversions compared against the assumed rate case billing determinants.

ax Response to Discoverv Staff 2.11A. Performance Report. (Confidential)I
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4. RATE Review

As filed by the Company in this docket, APS's 2018 ACC jurisdictional rate of return on original cost rate

base was 7.32% based on inputs of $576443000 of operating income and $7876150,000 of rate base.

For this review, it is necessary to analyze the Company's financial results for the purpose of identifying

underlying reasons for performance as well as to make reasonable comparisons when reaching

conclusions regarding the extent of changes since the 2016 rate case. The rest of this section provides

these analyses.

CUSTOMER GROWTH ANALYSIS

Average Residential  Customers
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APS has experienced consistent growth in its residential

and commercial customer bases between 2015 and

2018. whi le growth in commercial customers has

increased on average, 1% annually, residential

accounts, which comprise approximately 90% of APS'

customer base have increased at a faster 1.7% annual

rate since 2015. Residential customer growth has

increased at an even faster pace over the past two

year542143I Formatted:Superscript

ADJUSTOR MECHANISMS

In addition to base rates which account for a significant portion of the revenues collected by APS the

Company employs a number of different adjustor mechanisms as previously discussed. Some of these

adjustor mechanisms are designed to match, in a more timely manner, the amount paid by customers

for electricity with the actual costs to supply it. Other adjustor mechanisms fund certain programs costs

(e.g, demandside management and renewable energy). As stated in the Customer Education and

Outreach Program Section of this report, during 2018, APS had the following adjustor mechanisms:

Power Supply Adjustor (PSA),

Transmission Cost Adjustor (TcA)

Lost Fixed Cost Recovery Mechanism (LFCR)

Environmental Improvement Surcharge (ElS)

DemandSide Management Adjustment Charge (DSMAC),

Renewable Energy Adjustment Charge (REAC), and

41 Based on Response to Discovery Staff4.S (ASPAR00370) and APS FERC Form 1 Reports.
43 In Pinnacle Wests News Release on 2019 firstquarter earnings dated May 1 2019 it states "customer growth a

solid 1.9 percent as Arlzonas economy continues to expand".
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Tax Expense Adjustment Mechanism (TEAM).

Pursuant to Decision No. 76295 $268.0 million of costs previously recovered through adjustor
mechanisms were transferred into base rates and prospective tracking of two of the nine adjustors was

ended (Four Corners Rate Rider and System Benefits Adjustment). Prior to this 2017 transfer, APS
recognized $430.4 million of adjustor mechanism revenues in 2016, which accounted for 12.8% of all

revenues recognized during this time period. As a percentage of total revenue realized, adjustor
mechanism revenues increased from 12.8% to 13.3% between 2016 and 2018.4-"I

RATE BASE

The 2018 yearend original cost jurisdictional rate base submitted by the Company totaled

$7,876,152,000.45 This compares to the jurisdictiohal original cost rate base proposed by APS in the last
rate case of $6,771,1S1,000 for the 2015 calendar test year, which included proposed adjustments to

recognize posttest year plant additions through June 30 2017. The $1.1 billion change in rate base is
almost exclusively due to the increase in net utility plant in service (gross plant less accumulated
depreciation) which increased from $9.092 billion in 2015 to $10289 billion in 2018.45

GrossUtility Plant in Service

I

•

Gross jurisdictional utility plant in service increased from a projected $15,436,960,000 in mid2017 to
$16537,707,000 in late 2018 according to APS. The principal reason for this increase is the transfer of

costs from construction work in progress to utility plant in service otherwise referred to as plant
closings. Focusing on the 17 months ended December 31, 2018 (August 1 2017 - December 31, 2018),

the most significant projects closed into utility plant in service included:"
[BEGIN CONFlOENTiAL

c $215.9 million associated with Four Corners Unit 4 permitting, engineering, and construction of

Selective Catalytic Reduction equipment,

$209.8 million associated with Four Corners Unit 5 permitting engineering and construction of

Selective Catalytic Reduction equipment, and

$92.2 million associated with a 500 kV line from Sun Valley to Morgan.
[END CONFlDENTlAL

These [BEGIN CONFIDENTIAL] three [END CONFIDENTIAL projects make up [BEGIN CONFIDENTIALl27.2
% END CONFIDENTIAL] of the total plant closings to utility plant in service 'BEGIN CONFiDENTiALl

l

I

'° 2018 adjustor mechanism revenues include the $268.0 million transferred to base rates as man of the 2017
Settlement Agreement.

45 Responseto prefiled Discovery Staff 1.1 (Schedule B1).
as Response to prefiled Discovery Staff 1.1 (Schedule B1) and Company rate filing in Docket Nos. E01345A160036

and E01345A160123 (Schedule B1).
A7 Responses to Discovery Staff 2.32(Confidential) and Version 2 of Staff 2.34 (Confidential). Since Construction

Work in Progress (GNIP) is not included in rate base transfers of dollars hom CWlP to Utility plant in Service (plant closings) are
a primary reason that Utllity Plant in Service and correspondingly rate base are increasing during this time period.
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($1.903 billion) [END CONFlDENTlAL in the seventeen months ending December 31, 2018."8 No other

specific project closed by the Company during this time period exceeded BEGIN CONFIDENTIAL] $23.9
million [END C0NPIDENTIAL49

With respect to the first two plant closings listed above, as part of the settlement agreement that was
associated with the last rate case, "the parties agree[d] that this Docket shall remain open for the sole

purpose of allowing APS to file a request that its rates be adjusted no later than January 1 2019 to
reflect the proposed addition of Selective Catalytic Reduction ("SCR") equipment at Four Corners ...~so

On April 27, 2018 APS filed a request for an approval of an adjustment to recover the costs associated
with the Selective Catalytic Reduction equipment at Four Corners. While a hearing has been held on the

matter and an Administrative Law Judge recommendation has been released, no ACC decision had been
issued as of late April 2019.51

Capital Expenditures

Not surprisingly, these plant closings largely correspond with the capital expenditures that APS made in
2017 and 2018 (capital expenditures are classified initially as Construction Work in Progress and later

transferred to Utility Plant in Service). The following table identifies the projects with the highest capital
spending in 2017 and 2018 along with a summary of other projects:

Table 52 - capital Expenditures 20172018

[BEGIN CONFIDEN11AL . \ I Formatted: Normal

pa Response to Discovery, Staff 2.32 (Confidential).
49 lBEGlN CONFIDENTIALI Two blanket work orders PadMounted Underground Transformers ($41.9 million) and

Asset Retirement Obligations ($28.7 million) were slightly in excess of the $23.9 million. 'END CONFlDENTIAL
so Settlement Agreement related to ACC Decision No. 76295 in Docket Nos. E01345A160036 and E01345A16

0123 p. 12 of 32.
S1Recommendation of AU Martin dated November 27 2018 in Docket Nos. E01345A160036 and EJo134sA16

0123 p. 8 and email received from ACC Staff on April 24 2019.
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APS
Capital Expenditures

2017 . 2018
(in 000s)

proect ID
OCC07633
FBC90401

TAIMPSNVLMGN

FCC03864
NUCLEAR FUEL

EDES OVERHD99

RESIDENTIAL 104
(916)

1371
1875

399

(7766)
4517

(3623

ss_ m
OCC07633

NUCLEAR FUEL

EDES OVERHD99
RESIDENTIAL

TRANSFORMER

s s

Actsnl
231258
76620
59629
68824
68563

55904
32337

737623

1340758
109401
71440
61629
36538
30721

893142

1,202871

4378
423

(4572)
(3765)
(2826)
15509

(z1a71)

Fluect  Desai ion
Ocotillo Modernization Project
Four Corners Unit 5 SCR System
Sun Valley TS5Morgan TS9 500

Four Corners Unit 4 SCR Sytem
Nuclear Fuel

Construction OverheadEngineering & Supervision
Service and Line ExtensionsResidential
Other
2017 Subtotal

Ocotlllo Modernization Project
Nuclear Fuel
Construction OverheadEngineering & Supervision

Service and Line ExtensionsResiden(ial
Transformers
Other
2018 Subtotal
2017 and 2018 Total

s
s

Bud et
231362
75704
71000
70699
68962
48138
36854

734000
1336719

113779

71863
57057
32773
27895

877633
1,181,000
2517719 1-mx_ l ! § m

Source:Su Elemental Res onse to Discove Staff 2.34 Confidential .

APS

Capital Expenditures
2017 . 2018

s s

(in 000s)

Pro ect ID

OCC07633
FBC90401

TAIMPSNVLMGN
FCC03864

NUCLEAR FUEL

EDES OVERHD99

RESIDENTIAL

$ $_
OCC07633

NUCLEAR FUEL

EDES OVERHD99

RESIDENTIAL
TRANSFORMER

231258
76620
69629
68824
68563
55904
32337

737623

1,340,758
109401

71440
61629
36538
30721

893142
1202871

Fav /  Unfav

s 104
(916)

1371
1875

399
(7766)

4517
(3623)

s (4,039)
4378

423
(4572)

(3765)
(2826)

(15509)
$ 21871$

Pr ect Descry on

Ocotillo Modernization Project
Four Corners Unit 5 SCR System

Sun Valley TSSMorgan TS9 500
Four Corners Unit 4 SCR Sytem

Nuclear Fuel
Construction OverheadEngineering &Supervision
Service and Line ExtensionsResidential
Other
2017 Subtotal
Ocotillo Moderniza son Project
Nuclear Fuel
Construction OverheadEngineering & Supervision
Service and Line ExtensionsResidential
Tra nsformers

Othe r

2018 Subtotal
2017 and 2018 Total

s

s

231362
75704
71000
70699
68962
48138

36854
734000

1335,719
113779
71863
57057
32773
27895

877633

1181000
2517719

_
- lxmm

.  I1 . .

[END CONFIDENTIAL]

Aside from the projects related to [BEGIN CONFIDENTlAL SCR equipment additions at the Four Corners

power plant [END CONFIDENTIALl. APS devoted extensive resources on the following:

[BEGIN CONFIDENTIAL
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Ocotillo Modernization Project - installation of five new simplecycle gas turbines, which will

add 510 MW of production"

- refinement, conversion, enrichment, and fabrication of nuclear fuel materials

I

I

I

Nuclear Fuel

into assemblies and components

• Construction OverheadEngineering & Supervision - costs incurred in the course of normal

business but which cannot be directly assigned to a particular function or activity

¢ Service and Line ExtensionsResidential - costs to provide new service or upgraded service to

residential customers; additions of new revenue

• Transformers - precapitalized cost of transformer purchases that are used for additions and

replacements in the distribution system
[END CONFlDENTIALl
Of the capital expenditures made In 2017 and 2018, a portion was subject to recovery through adjustor

mechanisms.  [BEGIN CONFIDENTIAL] $211,227,000 and $189703000 IEND CONFIDENTIAL of capital

spending on projects with actual or budgeted spending of $2 million or more was recovered through the

Transmission Cost Adjustor in 2017 and 2018, respectively. This included the BEGIN CONFIDENTIAL]

Sun Valley TS5Morgan TS9 500 END CONFIDENTIAL project that is listed in the preceding table.

Another BEGIN CONFIDENTIAL $24457000 and $13859000 IEND CONFIDENTIAL] in capital spending

was recovered through the Environmental Improvement Surcharge in 2017 and 2018, respectively.

Finally [BEGIN CONFIDENTIAL] $6354000 END CONFIDENTIALI was recovered in 2018 through the

Renewable Energy Adjustment Charge."

As the preceding table demonstrates capital spending in the past two years was limited largely to the

amounts BEGIN CONFIDENTIAL] budgeted by corporate management IEND CONFIDENTIALI. For the

two years ended December 31 2018 capital expenditures BEGIN CONFIDENTlAL exceeded budget by a

cumulative $25.9 million (1.0%) [END CONFIDENTIALI.

COST OF CAPITAL

Overland developed an update of the cost of equity. In our analysis, our estimate resulted in a range of
8.5% to 9.0%. Assuming the upper end of this range, the current estimate is slightly lower than the Staff

estimate (9.35%) in the 2016 Rate case. It should be noted that Overland has utilized a different group
of proxy companies and different methodologies to arrive at this estimate, compared to Staff witness
Mr. David Parcell.

The approved cost of debt in Decision No. 76295 was 5.13%. This is consistent with the APS and Staff

witness testimony. The cost of debt at December 31, 2018 was 4.73%.5"

I

52 Parties to the settlement agreement in the last rate case were aware of the Clcotillo Modernization Project and
took steps to defer the costs of owning operating and maintaining this plant for possible future rate recovery (see Settlement
Agreement related to ACC Decision No. 76295 in Docket Nos. E01345A16.0036 and E01345A160123 p. 13 of 32).

5] Obtained or derived from the Response to Discovery Staff 6.4 (Confidential. ElS and REAC spending amounts were
also limited to projects that had actual or budgeted spending equal to or in excess of $2 million per year.

54 APS Workpaper A3 p. 2 of 2.
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APS issued $300 million of 4.25% senior secured notes due 2049 on February 28 2019. On February 26,

2019, APS entered into a $200 million Term Loan Agreement maturing on August 26 2020. The Term

Loan Agreement provides for a Base Rate of the higher of Prime, the Federal Funds Rate plus 0.50%, or

the Eurodollar onemonth rate plus 1%.5$ These issues were used to retire $500 million of 8.750% Notes

due March 1, 2019. The impact of this refunding was to reduce the embedded cost of debt from 4.73%

to 4.19%.56

FINDINGS

This report has discussed several changes since the 2016 rate case including:

Significant deviations from the Companys projected 2015 customer billing determinants to the
actual customer billing determinants used in 2018.

Remarkable customer growth: residential accounts have increased at a 1.7% annual rate since

2015.

Substantial increase in rate base.

Possible changes in cost of equity

Notable reduction in cost of debt

In addition to those abovementioned changes there have been some other changing circumstances

since the 2016 rate case.

l

A 0.8% return on the fair value increment was approved in Decision No. 76295. However the

Commission has raised questions regarding the return on fair value increment in some recent

rate proceedings. There have also been discussions about initiating a workshop on this matter.

According to Mr. Don Brandt Chairman of the Board and Chief Executive Officer for APS 57 the

Company is actively managing its costs, and identifying additional efficiencies and savings

throughout the organization.

Possible pro forma adjustments in a rate casemight including; weather normalization g l u t
additions normalization of income tax expense and interest synchronizatiomané etc.

A review of all the adjustor mechanisms in a rate case which might lead to potential changes.

RECOMMENDATION Formatted: Heading 2 Space After: 0 pt

With all these changing factors including rate base expenses cost of capital and billing determinants,

which are the key components in the ratemaking process, i t is appropriate for APS to file a new rate

55 Response to Discovery Staff 2.12.
Se Response to Discovery Staff 4.12.
S7 Pinnacle West NewsReleaseon 2019 firstquarter earnings dated May 1 2019.
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case to reflect these changes. Therefore, it is recommended that APS be required to file a rate case no

later than September 30, 2019, utiliz ing a 12month testyear period ended June 30 2019.
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1. EXECUTIVE SUMMARY

BACKGROUND AND PROJECT SCOPE

On February 25, 2019, Overland submitted a proposal to perform consulting services in response to an
RFP issued by the Arizona Corporation Commission on February 11 2019. The project scope was largely
driven by the letter issued by Commissioner Dunn and Chairman Burns dated December 24, 2018,

requesting a review of APS's current rates based upon 2018 results and the effectiveness of the APS
customer education and outreach program.

INFORMATION RELIED UPON

In addition to the APS are-Hled schedules and workpapers. Staff issued nine rounds of discovery that

contained 150 requests. APS provided responses to all requests made in a timely manner. Aside from
written discovery, Overland and Staff members were able to meet with APS subject matter experts at

APS corporate offices to discuss the material produced. On occasion Overland conducted telephone
conference calls to further address and clarify the materials relied upon in our review.

information relied upon in the conduct of our review izenerally included the following materials:

APS responses to Staff discovery requests

ACC Decisions and Orders

APS "Standard Filing Requirements" format of information generally included in rate case filings

information from publicly available sources

All material relied upon in this report is referenced to its specific sources of information.

i Formatted: Normal

SUMMARY OF RELEVANT PROCEEDINGS

2016 APS Rate Application and ACC Rate Order

I Formatted:Not Highlight

Formatted:Not Highlight

Onpugust 82 2017, the Commission issued Decision No. 76295. Aside from the rate increase itself,

significant changes to the thenexisting rate plans were made. The Decision included the following
determinations:'

•

The fair value jurisdictional rate base for the test year ended December 31, 2015 was $10.0
billion.

Adjusted test year revenue was $2.89 billion.

1 Decision No. 76295 p.103104.
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The equity ratio relied upon in setting rates was 55.8%.

The cost of equity was 10.0% and the embedded cost of debt was 5.13%.

Authorized base rates were increased $362.58 million. This included $148.25 million in nonfuel

base rates; a decrease of $53.63 million associated with fuel; and a transfer of cost recovery

from adjustor mechanisms to base rates of $267.95 million.

The average bill impact for residential customers was 4.54 % and 1.93 % for general service

customers.

The following table further provides a detail of the APS total base rate increase approved in Decision No.

76295.2

Table11 - Summaryof APS Rate Increase, 2016 Rate Case

Amount

Component

NonFuel, NonDepreciation Increase

Depreciation Expense Increase

NonFuel Base Rate Increase
Base Fuel Rate Decrease

Net Base Rate Increase Before Adjustors

Transfer from Adjustor Mechanisms

Total Base Rate Increase

94.624

267.953

362.577

(in millions)

s 87.250

s 61.000

s 148.250

s (53.626)

$
s

s

The 4.54% is the residential portion related to the
$94.624 million net base rate increase before adjustors
which does reflect the change in depreciation
expenses but not the transfer of adjustor revenue into
base rates.

The Commissions Order authorized revised rates to be effective August 19 2017. The Order further

provided for a transition period for customers to be notified about rate design changes to be put into

effect under a Customer Education and Outreach Program ("CEOP") through May 1 2018. New

customer elections were subject to a 90day trial period.'

2 Response to Discovery Staff 6.1.
'Decision No. 76295 p. 107109.I
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OVERALL RECOMMENDATIONS

1. It is reasonable to have APS fund and implement a Customer Outreach and Education Program
that will be developed and administered by Commission Staff. Therefore, it is recommended
that APS be required to work with Staff to hire an independent consultant funded by APS to
develop such a program to properly and adequately educate customers on all aspects ofAPSs
rate plans. It is in the public interest to have the Company provide customers with proforma
billing information on how much they would pay given their actual usage during each month in
the customer were on their most economical plan. In addition, in the future, the impact of the
adjustor mechanisms on rates should be thoroughly explained and quantified to customers.

2=_APS should provide grandfathered, net metered solar customers with legacy demand rates (ECT

1R EPR and ECT2 EPR) an additional opportunity to switch to a rate that enables them to fully

benefit from net metering (E12, ET1 or ET2). APS should provide notice to these customers

to ensure they are made aware of the opportunity to switch to a more advantageous legacy rate

plan. In addition, APS should provide educational materials informing these customers about

the advantages and disadvantages of each legacy rate plan that can be paired with solar net

metering. The window of opportunity to switch plans should remain open for a reasonable time

(e.g. the remainder of 2019) to ensure that all remaining demand rate solar customers have

either transition to another legacy plan or positively confirmed for APS that they wish to remain

on their existing demand rate.

Formatted: Indent: Left: 0.5 No bullets or

3. Given the risk of variances in the distribution of customers on the various residential rate plans

from those assumed in the 2016 rate case APS should prepare a metric to track the progress of

customer rate Dlan conversions compared against the assumed rate case billing determinants.

Formatted: Indent: Left: 0.5, No bullets or\..
2=4.Glven the material change in factors since the last rate case including rate base, expenses cost

of capital and billing determinants, which are the key components in the ratemaking process, it

is appropriate for APS to file a new rate case to reflect these changes. Therefore it is

recommended that APS be required to file a rate case no later than September 30 2019.

utiliz ing a 12month testyear period ended June 30, 2019.

FlNDlNGSaNdREGO!\48I4El *lQA3FlQN$l
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2. CUSTOMER EDUCATION AND OUTREACH PROGRAM

The APS Customer Education and Outreach Program (CEOP) was implemented in 2016 to inform and

educate customers about rate changes and new rate plans. Important objectives included educating

customers to help them understand the new rate plan options, encouraging customers to modify their

energy usage in order to save money, and helping customers choose the rate plan most appropriate for

them, given their individual circumstances

Review of the CEOP included the following steps:

. The CEOP's methods, procedures, customer reach and the understandability of information

provided.

The effectiveness of the CEOP in meeting the objective of providing customers with complete

and accurate information about the rate increase and rate plan changes approved in Decision

No. 76295 including the information needed to make appropriate choices among available rate

plans. The effect of the changes could vary based on individual customer circumstances.

The CEOP expenditures approved in Decision No. 76295. Also, the expenditures to determine

whether they were directly associated with the CEOP, whether they were reasonable given

CEOP objectives, and whether they were incremental expenditures that would not have been

made absent the CEOP were examined.

CEOP METHODS, PROCEDURES, CUSTOMER REACH AND UNDERSTANDABILITY

A highlevel examination of the methods and procedures used by APS to communicate with customers,

the customers the communications reached, and the understandability of information was performed.

Communication Methods, Content and Understandability

APS employed both mass and personalized communications in the CEOP. Mass communications

included traditional advertising on radio, newspaper and billboards, and digital advertising through

social media. APS also utilized email bill notices and inserts recorded messages in the IVR system

website postings and utility newsletters. The CEOP used personalized communications, primarily in the

form of emails and letters sent with information tailored to individual customers based on their rate

plans and energy usage history. The methods APS employed took advantage of most of the available

forms and means of communication, and were appropriate given the CEOPs objectives. The following

table summarizes important components of the CEOP communication.

4
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Table 21 - Summary of APSCEOP

Form of Communication Mass or Personal Details

APS Newsletters
25 articles in APS newsletters highlighting the Shift Stagger
Save message and providing energy saving information and
information about new service plans.

APS Website

Information on new service plans, plan comparison tools, a plan

change portal plan transition information page demand / peak
hour usage page savings tips page, and a bill changes page.

Website also includes videos providing energy savings info.

APS IVR
Mass and

Personalized
Onhold messages describing service plans and an option to
permit customer selection and confirmation of service plans.

APS Bills
19 bill inserts in 2017 and 2018 with energy saving and
educational information.

Personalized
Personalized Direct Mail

Letters

Specialized interest letters addressing the needs of select
customer groups and best rate letters information customers of
the most similar and best savings options plans based on their
usage profiles.

13 million "transactional and "marketing emails were sent

covering new service plans, and energy saving information.

Social Media
Twitter (32000 impressions) and Face book campaigns (46000
customers reached) provided serviceplan savings information.

MassOther Mass Media

PersonalizedWelcome Kits

Radio outdoor billboard print and digital advertising covering
new service plans. APS estimates this created 161 million

impressions.

Mailed between February and April 2018 to 958000 customers

who switched or were transitioned by APS to a new service
plan.

The content of the CEOP communications was reviewed. The overall message used to unify all

communications was "Shift, Stagger, Save." Given the changes in rate structure approved in Decision

No. 76295; in particular, the elimination of the standard block rate for most large residential users and

the shifting of customers to rates with timeofuse and demand components this was an appropriate

message. However, implicitly, the message for some customers would have more appropriately been

"shift and stagger your energy usage or you may experience substantial increases in your electric bill."

in addition the third "S" - save - may have been misleading in the sense that it could be interpreted to

mean that by selecting a new rate plan, particularly one beginning with the words "Saver Choice,"

without changing ones behavior customers could expect to reduce their bills below what they paid

5
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under their existing rate plans prior to the rate increase; something that appears to have been true only

for a limited minority of customers.

Communications content appeared generally reasonable and understandable. The most important
information provided under the CEOP included personalized information explaining the new rate plans
that were "most like" the customer's existing rate plans and "most economical" given the customers

historical usage. One notable exception to our general conclusion is:

. The statistic that the typical residential bill would increase by 4.5% or about $6 per month was

published in a notice sent to customers and in press releases without being placed into context.

CEOP messaging was generally appropriate in terms of customer reach. Specifically,

APS's notice of intent to increase rates and change its rate design was appropriately published in

newspapers with reach covering the Company's entire service territory.

APSs notice of the change in rates was included on bills sent to all customers.

Information on APS.com the Companys website was available to all customers with internet

access.

Bill inserts, bill messages and utility newsletters were made available to all customers in paper

form or online, depending on selections made by customers.

Personalized letters notifying customers of rate plan changes and providing information on the
new rate plans were sent to all customers.

In terms of language accessibility, APS stated that it provides "direct communications [in

Spanish] co the customers who have selected Spanish for their bills, bill messages and direct

mailings and a dedicated phone line."

Limited exceptions in which the messaging did not necessarily reach every APS customer included the

following:

While print and digital advertising ran throughout Arizona radio ads and billboard ads were

limited to the Phoenix metro area. APS stated this is "the most costeffective way to reach the
largest amount of customers."'

APS stated that "due to the low percentage of customers preferring Spanishlanguage

communications (approximately 3%), the following were and are provided only in English: (1)

emails; (2) aps.com transactional pages; (2) aps.com banner ads and popups; (4) IVR based

plan assistance, (5) special interest letters; (6) mass media campaigns; (7) notifications; (8)

[service] plan comparison tool; and peak demand calcuIator."5

APS did not have email addresses for approximately 45% of its residential customers.

' Response to Staff data request 7.6(c).
5Response to Staff data request 7.6(a).
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Customer Tools

APS created several tools to assist customers in selecting new rate plans and managing their power
usage. These included:

Rate Comparison Tool - The rate comparison tool is one of the most important components of
the CEOP. Prior to plan transition it enabled comparison of a customer's annual costs among

their legacy plan and available new rate plans. The comparison tool served customers directly,
and has been used by APS customer service employees to assist in explaining various options to
customers. Overland was unable to gain direct access to test the tool; however, from the

information available in customer complaint files and screen shots sent in response to our
access data request, it appears to have been generally effective, albeit not without some

limitations. lt appears the comparison tool has evolved since it was first introduced in 2016.

Notification Alerts- To help manage electric usage and bills, customers can sign up to be alerted

when their usage (kwh), demand (KW) or estimated bill amounts reaches designated
thresholds. Only a small percentage of APS customers appear to have subscribed to this

sen/ice.°

Mobile Phone Anna- APS implemented a mobile phone application in mid2016 to assist

customers in managing energy usage and paying bills. APSstates that as of April 4, 2019, more
than 230000 customers have downloaded the application and it has been used to complete
580000 payment transactions. 7

CEOP OVERALL EFFECTIVENESS

The effectiveness of the CEOP in meeting the following objectives was evaluated 1) informing customers
of changes in their rates and rate plans in connection with the rate case approved in Decision No. 76295

and 2) assisting customers in selecting rate plans optimal for them offered under restructured
residential tariffs. The programs effectiveness for solar and nonsolar customers was evaluated

separately. The program's effectiveness related to the transfer of adjustor mechanisms and their
relationship to and impact the rate increase is also discussed.

6 Response to Staff data request 8.1.
7 Response to Staff data request 5.9.
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Customer Complaints

complaints to the ACC

The following table summarizes "informal" complaints filed with the ACC concerning APS from the
beginning of 2016 through April 19, 2019.

Table 22- "Informal" APS Complaints filed with the Acc

Period ComplaintsDescription

PostFiling, PreRate Increase

Rate Increase (midAugust)

Rate Pian Transition

PostPlan Transition

Days

365

365

120

245

109

" Informal"  APS Complaints Filed with the Arizona Corporation Commission

Annual Rate /

10000 Cust.

3.84

7.32

10.48

8.74

5.21

422

805

379

645

171

2016
2017
2018 through April
2018 May 1Dec 31
2019 through April 19
Source: Arizona Corporation Commission Consumer Services Division

In 2014 and 2015, prior to the submission of the rate filing, the ACC received three informal complaints

annually for every 10000 ACC customers. This increased slightly in 2016 after APS filed its intent to file a
rate case was filed in January, probably because of news about the case (note that customers had not

yet experienced the rate increase)." The complaint rate more than doubled after the rate increase was
implemented in 2017 and it stayed high as customers transitioned to new rate plans during the first
four months of 2018. It remained high throughout 2018 which included the first full summer ofter both

the rate increase and rate plan transition. Complaints declined in the first four months of 2019 to
approximately half their peak level but the complaint rate was still 73% higher than it had been before

the rate case was filed. It is expected that the complaint rate will increase again in 2019 as outdoor
temperatures rise, and as customers continue to receive bills under new rates structures.

Customer "RateCase" Complaints

An APS database of 2018 "rate case" complaints was reviewed. Detail for a sample of 51 complaints

(approximately 20% of the database) was requested and analyzed." 38 of the sampled complaints came

from nonsolar customers and 13 were from solar customers.*° This discussion concerns nonsolar

s APS did not Nie i tsactual rate case until June 2016.
9 Response to Staff data request 5.13.
10 APS maintained a rate case" complaint database in 2018 consisting of 257 customer complaints to ACC (about

85% of the total) the Better Business Bureau the Attorney Generals Office and television media outlets. Solar customers
accounted for a disproportionately high 18% of the complaints in the database. They accounted for only about 7% of the APS
residential customer base in 2018. nonsolar customers comprising 93% of the customer base accounted for the remaining
82% of 2018 "rate case" complaints.
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complaints, which constituted 80% of the 257 complaints logged by APS in 2018 in the "rate case"

category. Solar complaints are discussed separately below.

The following table summarizes our complaint sample by category (what triggered the complaint) and
subcategory (the primary reason or basis for the complaint as stated by the customer).

Table 23- Non Solar Customer ComplaintSample

NonSo lar  Customer  Comp lain t  Samp le

Cate ory / Subcategory C o u n t

15

15

6
3

7

7

23

38

High Bill
Unhappy with the rate increase / high bills

Total High Bill
Rate Plan Change (Notice or on the cost. bill)

Confused about rate plan choices or unable
to choose among available plans
Unable to select desired rate plan.
Unhappy with high bills under available
plan choices
Wanted to keep existing (legacy) rate plan

Total Rate Plan Change
Total NonSolar Complaint Sample
Response to data request 5.13, APS customer rate case

complaint details multiple attachments 20% sample.

. . . . . . . . . . . . . ... . .I
Effectiveness Metrics Maintained b y  A PS

Information was requested from APS as to whether it maintained any metrics to measure the

effectiveness of the CEOP and if so, to provide the results. The response stated that "APS identified a

number of metrics to be used as a means of ensuring a positive customer experience in its education,

outreach and transition of customers to new rates." 11

Cus tomer Rate Plum TransitionMe t r i c

APS stated that this CEOP metric had a target of "all eligible customers transitioned by S/1 [2018]." APS

stated the "actual" measurement was "1,969 customers (edge and outlier cases) were on transition

rates as of 5/1." Presumably this means that the target was to place all honsolar customers on new

rate plans by the end of April 2018 and 1969 customers had yet to be moved as of May 1, 2018.

11 Response to Staff data request 6.7.
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Customer Complaint Metrics

APS indicated that it had a target of "zero ACC complaints" and stated its actual result was that it met

this target. In order to be counted as a complaint for this metric, the complaint had to be

"substantiated." Of the 257 "rate case" complaints logged by APS in 2018 fig were considered

substantiated. For example more than 40 rate case complaints from grandfathered solar customers

were caused by the customers not being able to change legacy rate plans As discussed more fully

below many of these customers were confused about or unaware of the need to change legacy rate

plans at the time they applied for solar. In most cases the window of time to learn about and change

their plan. As a result of APSs response to their requests to change legacy rate plans, these customers

registered complaints with the ACC. APS listed all of the complaints as "unsubstantiated" because the

deadline had passed when the customers requested to change plans. Because the confusion and

unawareness of these customers bears directly on the question of whether the CEOP accomplished its

communication goals it does not appear that the metric "zero substantiated complaints" provides

information about CEOP effectiveness.

In measuring CEOP effectiveness, APS did not take trends in the total number or rate of customer

complaints into consideration. As demonstrated by complaint statistics maintained by the ACC (as

discussed below), there was a significant increase in the number and overall rate of "informal"

complaints registered by the Commission during the three years from 2016 through 2018.

Evaluation of CEOP Effectiveness NonSolar Customers

Decision No. 76295 approved higher customer rates and new modernized rate plans. It is not typical for

a company to implement a rate increase in conjunction with complete structural overhaul of tariffs

particularly residential tariffs in the same proceeding. If the objective of the CEOP was to completely

prevent dissatisfaction due to all of the changes, then the fact that there was customer dissatisfaction

supports a conclusion that the CEOP was ineffective. However, many of the complaints that customers

voiced were largely unavoidable features of the approved rate increase and new modernized rate

structure rather than a direct result of the CEOP. These included:

Modernized Rate Design.

Most customers were required to transition to a new rate plan. In some cases, customers with

onepart "standard" rates were required to move to time of use rates or even threepart

demand rates if they wanted to minimize or avoid bill increases. Some customers refused to

move to rate plans with demand components even when these plans were estimated to be the

most economical, because they werent familiar with and didn't trust having APS bill them for

demand.

Even under the most economical plan options available the new rate plans sometimes caused

customer bills to increase beyond what had occurred with the transitional rate increases

implemented in August, 2017, creating a perception that APS was raising rates twice.
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• The new rate plans, combined with the 2017 rate increases, raised electric bills significantly

more for some customers than for others.

In some cases, even customers who made behavioral changes could not prevent bill increases

due to rate plan transition. For example, in the case of one complaint submitted to the ACC a

woman who took the APS's "shift, stagger and save" message to heart, shifting more than 70%

of her onpeak usage to offpeak still experienced a bill increase under her new rate plan. This

was due, among other things, to higher offpeak rates under the new plan compared with the

legacy plan."

Overlands review of the CEOP found that many of the complaints that nonsolar customers voiced were

features of the rate increase and the modernized rate design rather than of the CEOP and its

messaging. Nevertheless, CEOP messaging to nonsolar customers was deficient in two respects, as

discussed below, and the deficiencies appear to have contributed to customer dissatisfaction.

Rate Increase and Rate Plan Messaqlnq Deficiencies

The most significant issue with APS's CEOP was the lack of specificity with respect to the rate increase

and the variation of results customers could experience under the new rate plans.

APS advertised the average rate increase to be 4.5% or about $6 a month per customer. Apart

from the sentence "the impact on your bill will depend on your actual energy consumption"

APS did not provide meaningful information about how much more of an increase some

customers might experience under new rate plans especially if they did not change their usage

habits. It did not disclose that the 4.5%/ $6 estimate excluded potential changes in "adjustors,"

taxes and fees outside of the rate case.

APS's primary CEOP tagline, "Shift Stagger, Save" and the names it gave to its new rate plans,

most of which begin with the words "Saver Choice" left customers with the impression that

once they moved to the new plans they would at best see reduced bills, or, at worst see savings

after they "shifted" their energy usage. For example:

o Some customers did not experience savings because they did not shift their usage and /

or they were not moved to "most economical" rate plans. in particular customers who

were placed on the timeofuse Saver Choice plan or the onepart Premier Choice plan

were least likely to "save" as a result of their new rate plan. Many of these customers

perceived a second rate increase when they moved from transitional rates to the new

rate plans in 2018.

11 Response to Staff data request 5.13 Attachment APSAR00443 ACC Complaint No. 2018151466 logged June 12
2018.
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o Depending on individual circumstances, electric bills could increase as a result of the

change in rate plans even when customers selected the most economical rate plan and

shifted their energy usage.

When APS implemented rate increases in midAugust 2017, the Company notified customers through a

bill insert They also issued a press release intended to provide notice to the public through the media.

In both cases, the information provided concerning the rate increase was limited to notification of an

average of 4.5% rate increase that would increase bills for a typical residential customer by about $6 a

month. The portion of the bill insert dealing with the rate increase and changes in rate plans is shown

below.

On August 15, 2017, the Ari2ona Corporation Commission (ACC) voted to approve the
settlement agreement in AP5s general rate case. The decision which took effect on
August19 2017 paved the way for investment in a smarter cleaner energy

infrastructure, more choiceandcontrol through new rate options for customers, and
continued solar leadershipfor Arizona.The bill impact for a resider rial customer using

an average of 1,035 kwh per month is about a $6.16 per month increase, from
$135.54 to $141. 70, or4.5 percent. The impact on your individual bill will depend on
your actual energy consumption.The decision includes new rote options, with reduced
and realigned onpeak hours that create more choices for customers to control their

energy costs. No immediate action is required on your part. We will send additional

communications in the future about how you can choose among the new plans
(emphasis added). 13

It is not unreasonable to expect that most customers would have considered themselves to be about
average, and for them to expect their bills to increase by about $6 per month. During the last few
months of 2017, with cooler temperatures and lower power usage, most customers probably either did

not notice the August rate increase or noticed only a modest bill increase. However, in 2018 APS began
to transition customers from their existing rate plans to new plans regardless of whether they had

chosen a new plan. Certain adjustors, which had been rolled into base rates, also began to increase.
Some customers were placed onto rate plans with different rate structures and customers with a time-
ofuse component in their rate were billed based on different peak hours. In order to minimize costs

under the new plans, most customers were required to select the most economical plan available d
change their energy consumption habits.

Although APS had been promoting its "Shift, Stagger and Save" message in various ways, the rate
increase notice sent in August 2017 did little to warn customers of the potential bill impact of

impending rate plan changes, or changes in certain billing categories not directly connected with the
approved rate increase (adjustors taxes and fees). Later when the "personalized" letters were sent

notifying customers that they would be transitioned to new plans, the letters also contained no

13 Response to Staff data request 8S Attachment APSARDD013.
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information warning customers that they could experience bill increases of substantially more than $6

per month. Instead, the letters contained examples of available new rate plans, which had names

suggesting customers would save money compared with their existing legacy plan (i.e., "Saver Choice,"

"Saver Choice Plus" and "Saver Choice Max").

Not surprisingly customers placed into plans with titles that began with "Saver Choice" who later

experienced what they viewed as a second rate increase, sometimes became dissatisfied and felt that

APS had been less than transparent about communicating what was going to happen. In terms of

dissatisfaction, it did not matter whether higher bills were due to changes in rate structure or to the

customer's failure to shift or reduce energy usage. Evidence for this can be seen in the customer

comments from the nonsolar "rate case" complaints, as summarized in the table below.

Table 24-SelectedCustomer Rate CaseComments

Customer CommentACC Complaint APS Complaint

180111065 2018447711 APSAR(X)410

ApsAn00417180214058 2018148263

ApsAr<0o422180228120 2018148451

180507021 2018150227 APSAR0043S

180618050 ASPAR00444

18082811a ASPAR00450

Selected Customer Rate Case Comments Informal ACC Complaints Filed in 2018

Data Response Complaint

Attachment Date

I understand that APS needs to make a profit. But when APS publicaffairs

1/11/2018 reports that the average customer wontsee more than a small increase

and using their rate comparison tool I see lIl be paying on average $75 /

month more I am outraged.

How is it that my rate can increase twice in one year?I have noticed an

2/14/2018 increase from last year to this year... And now I receive a notice that Im

being taken off of my current plan and being switched to a new one that

will increase my costs ye! again.

Substantial rate increase was approved based on false estimates that

2./28/2018 average bills would increase on average of $6 per month percustomer. In

addition new rate plans are being forced upon customers that will further

increase customer cost even though consumption [is] decreased.

The increase was advertised as $5 $6 and stated by APSagents may be

less because you only have 5 hours of . . . peak power. In my case I ... see

S/7/5018 a radically different increase.. . [M}y normalized rate increase is actually

11.5% ...for the same amount of kwh... I have estimated outtake new

rate plans will at least cost $586 more this year.

I could not undersand the rate plans so I called them they informed me to

take the Saver Choice plan. did and so my next bill was $732. Iasked

them why is it so high? lcalled them... and found out I should have took

2018 . 151575 6/18/2018 Saver Choice Max they said my bill would have been $456.. . . Keepin

mind every north this goes on Im paying 30to 40% more than Im

supposed to be... [N]o way is this a 4.5% rate increase.

not only did APS raise their rates far more that] what was approved.

2018 153800 8/28/2018 They purposely simultaneously changed their billing structure so it was

more difficult to calculate the increase.

Source: Response to Staff data request 5.13
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Evaluat ion o f  CEOP Effectiveness - Solar  Custom ers

At the end of 2018 APS had approximately 75000 residential customers with solar panels

interconnected with the Company's distribution system representing approximately 7% of the

residential customer base. Decision No. 76295 required that distributed generation (DG) customers who

filed an interconnection application before the rate effective date would be "grandfathered" for net

metering. The specific settlement agreement language states as follows:

As contemplated in Decision No. 75859 grandfathered DG customers will continue to
take service under full retail rate net metering and will continue to take service on their

current tariff schedule for the length of the grandfathering period.

lt was also established that residential customers who submitted applications to install solar would be

eligible for retail net metering under grandfathering provisions as long as they submitted an application

by the end of August, 2017 and their system was approved by APS for installation by the end of

February, 2018. This created a surge in customer solar applications as the August deadline approached

and led to confusion about installation plan requirements. The surge in demand and attendant

confusion made it difficult for some applicants to get installation plans approved by APS and so the

installation approval deadline was eventually extended to the end of May 2018.

Solar Customer Outreachand Communication

APSs CEOP included communications with both solar customers and installers. Outreach included

personalized letters to solar customers. The following are the important areas in which the CEOP did

not adequately inform solar customers and applicants:

Nonsolar customers were permitted to apply for solar until August 31, 2017 and receive
grandfathered net metering. lt was important for these future solar customers to understand
the benefit they would derive from net metering was dependent on the type of legacy rate plan

they had, and that they had until August 31 not just to apply for solar, but also to change their
legacy plan.

APS had a rate comparison tool which assisted customers in picking one of the new rate plans

approved in Decision No. 76295. However the tool did not provide any communication related

to explain the interplay between legacy rate plans and solar net metering.

Personalized letters and other communications with existing solar customers also failed to

explain the interplay between net metering and their legacy plans or that they had until August
31 to change their plans.

The following table summarizes the important components of APS's communication with solar
customers and other "stakeholders" (installers, solar panel providers etc.).
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Net Meter inq and Legacy Energy Rates

Solar customers (current, at the time of the settlement and future customers who submitted an

application to APS by August 31, 2017) were "grandfathered" into net metering. This meant they were

also "grandfathered" into the legacy energy rates governing what they consumed from APS, meaning

they were the only customers allowed to keep these rates after the new rate plans discussed above

went into effect.

In most cases future solar customers (applicants) who found they were on a legacy plan with a demand

component would have found it beneficial to change their plan to one without a demand component.

APS permitted this, but only until August 31, 2017 the deadline for new solar applicants to qualify for

net metering. After this point in time, if an existing or future solar customer found themselves on a plan

with a demand component or if they were on a twopart rate they were limited to the plan they were

on unless they wanted to forfeit grandfathered net metering.

Customers on legacy rate plans that included demand components (tariffs ECT1R and ECT2) would

probably have found it advantageous to switch to either the available timeofuse rate (ET2) or the

"standard" onepart block rate (E12), and in some cases customers on ET~2 might also have found it

advantageous to switch to E12. However, advantageous changes were not always made in time.

APSs messaging to solar customers and potential new solar customers did not inform them of either the

August 31, 2017 deadline for changing legacy rates or the potential advantages of doing so. Other APS

messaging in particular, the messages sent in personalized letters and posted on the ApS.com rate

comparison tool page, served to create confusion among current and future solar customers prior to the

August 31, 2017 deadline. As made evident by some solar complaints,existing and future customers

were sometimes unaware before it was too late of the potential advantages of various legacy rate

plans under net metering, in part because they believed that nothing was required of them to take full

advantage of the net metering rules. Messages such as the following reinforced this belief:

"No action is required on your part. As a grandfathered solar customer, you will not be

required to move to one of the new rate plans recently approved by the Acc." (Letter sent

to existing solar customers in August 2017)" (emphasis in the original).*'

Attention Soiar Customers: Please note that Grandfather (sic) Solar Customers and those

Solar Customers who are in the queue awaiting interconnection are NOT required to select

a new rate plan" (emphasis in original) (APS Rate Comparison Tool on the APS.com

website).'5

This confusion became evident when reviewing complaints registered by solar customers most of

whom complained when they found out they could not change legacy rate plans after August 31, 2017

l
Formatted:Superscript

Formatted: Superscript
|" CEOP Filing Docketed October 26. 2018. Attachment C. p. 85
:5 Rate Plan Comparison Tool. "Service Plan Compare" notes.
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and had been unaware of the need to do so prior to the deadline. In some cases, as customers

submitted solar applications on or near the August 31, 2017 deadline the time available to consider and
request a legacy plan change was short. The solar application and the rate change request would have

had to have been submitted on the same day (August 31, 2017). To the extent solar customers and
applicants had sufficient time to consider a rate plan change, APS's rate comparison tool did not
incorporate legacy rate plans or retail net metering.

Solar Customer Comploiri is

Of the 257 "rate case" complaints APS logged in 2018, 46 (18%) were classified as solar complaints an

amount that was disproportionately high compared with APS's solar customers, who accounted for less
than 8% of the residential customer base at the end of 2018. Our sample of 51 complaints included 13 of

these, which were analyzed in detail.

§_olarComplaints for Which APS De gijgquested Legacy Rate Chanqes

Most of the solar complaints in our sample resulted from customers who became aware in 2018 that

they were not on the legacy energy rate they desired, but when they inquired were told by APS that
they were past the deadline and could not change their rate unless they wanted to forfeit net metering.

I lt is clear from the complaints shewr»inAttaehnaent2-2-that some, and perhaps many, solar customers

were uninformed and unaware of the need to make changes in legacy plans at the time they applied for
solar installations. Proper messaging from APS concerning changes in legacy rate plans, targeted

primarily to solar applicants but also to their installers would have prevented some of these

complaints.

Our sample contained two complaints for which APS granted the solar customer a change in legacy rates

after the August, 2017 deadline. These are noteworthy because they indicate a possibility that other
solar customers who are not in the database because they had their rate plan requests granted after the

deadline were treated differently than the customers that appear in the complaint database. It begs the
question as to whether APS treated its solar customers consistently with respect to postdeadline
requests for rate plan changes.

Evaluation of CEOP Effectiveness - Adjuster Mechanisms

There was significant confusion regarding the adjustor mechanisms and their relationship to and impact
on the average 4.54% / $6 a month bill increase. The 4.54% / $6 a month average bill impact was

derived by taking the approved 15.90% overall increase in base rates less the adjustor transfer of
11.36%. Decision No. 76295 approved $267953,000 of costs that were previously recovered through

adjustor mechanisms to be transferred into base rates. The increase in base rate revenue caused by this
transfer was offset by the decrease in adjustor mechanism revenue. Therefore, it was revenue neutral.
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Because the impact of the adjustor mechanism transfer was to be revenue neutral, the necessity of

explaining it may have been thought to be unnecessary. However due to the timing of the annual

updates of some of the adjustor mechanisms the transfer was very confusing. For example there is a

oneyear lag for the LFCR update. This update, and some others are outside the rate case process and

therefore were not considered in the rate case. During 2018, APS had the following adjustor

mechanisms which are describe below:

.

.

.

.

•

.

.

Power Supply Adjustor (psA)

Transmission Cost Adjustor (TCA),

Lost  Fixed Cost  Recovery  Mechanism (LFCR),

Environmental Improvement Surcharge (ElS),

DemandSide Management Adjustment Charge (DSMAC),

Renewable Energy Adjustment Charge (REAC), and

Tax Expense Adjustment Mechanism (TEAM).

Power  Supply Adfustor  (PSA)

The PSA mechanism is designed to recover fuel and purchased power costs and other production

related variable costs to the extent those costs deviate from the Company's PSA cost included in base

rates. The PSA typically adjusts annually at the beginning of February. In 2017 it also was adjusted in

the interim when the most recent rate case was decided.

Transmission Cos t Ad j u sto r (TCA)

With the introduction of a formula ratesetting methodology at the Federal Energy Regulatory

Commission (FERC) in 2008 to more accurately reflect and recover certain costs that APS incurs in

providing transmission services, an adjustor was established to permit the recovery of charges for

transmission costs associated with serving the Companys retail customers through an automatic

adjustment mechanism. However the Commission retains the right to suspend such changes as it sees

fit." The formula rate is updated annually on June 1.

Los t  Fixed Cost Recovery Mechanism (LFCR)

The LFCR is designed to recover fixed costs of providing services (e.g. power poles wires other delivery
infrastructure) that would otherwise have been collected but for mandated energy efficiency and

distributed generation requirements which effectively reduce customer energy consumption.

16 2018 Pinnacle West Form 10K pp. 18 and 121 and Response to Discovery Staff 2.38 (APSAR00294 p. 1 of 35).
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Environmental Improvement Surcharge (€I3)

The ElS provides for the recovery of the capital carrying costs of actual environmental investments made

by APS not already recovered in base rates (as approved in Decision No. 76295) or through another

Commissionapproved adjustment.

Demandside Management Adiustment Charge (DSMAC)

The DSMAC provides for the recovery of demandside management (DSM) program costs and energy

efficiency performance incentives. DSM program costs are limited to those programs approved by the

Commission in the annual Energy Efficiency implementation Plan (a.k.a. the Demand Side Management

Implementation Plan)." On residential customer bills the DSMAC is combined with the Renewable

Energy Adjustment Charge and presented as the "Environmental Benefits Surcharge"."*

Bef1ew9Ql¢; fQv Adivffnleer_Cllrzrge (REAC)

The REAC recovers the cost of renewable energy programs included in the Company's annual Renewable

Energy Standard Implementation Plan and approved by the Commission that are not otherwise

recovered in base rates or other adjustor mechanisms. As noted previously, it is combined with the

DSMAC on residential customer bills and presented as the "Environmental Benefits Surcharge"."

[ax Exp ErseAdjustment Mechanism (TEAM)

The TEAM was approved in the August 18, 2017 decision by the Commission (Decision No. 76295) to

enable the pass through of material income tax effects resulting from potential federal income tax

reform legislation to customers. Later that year, the Tax Cuts and Job Act was enacted, and as a result,

the corporate tax rate was reduced from 35% to 21% effective on January 1 2018.20

FOUr CornersRate Rider and the System 8enet7ts Adjustment

The recovery of costs for two adjustor mechanisms the Four Corners Rate Rider and the System

Benefits Adjustment were transferred to base rates, and separate tracking of applicable costs was

ended.

CEOP EXPENDITURES

Overland reviewed the CEOP expenditures authorized in Decision No. 76295 and examined the

expenditures to determine the following:

• Whether they were directly associated with the CEOP,

xi Response to Discovery, Staff 5.5.
la Response to Discovery Staff 2.38 (APSAR00297 p. 3 of 3).
19 Response to Discovery Staff 2.38 (APSARDO298 p. 2 of 2 and APSAR00297 p. 3 of 3).
20 Response to Discovery Staff 2.38 (APSAR00299 p. 1 of 15) and 2018 Pinnacle West Form 10K p. S8.
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Whether they appeared reasonable in nature given the objectives of the CEOP,

Whether they were incremental to implementation of the CEOP (as opposed to expenditures

that would have been made absent the CEOP).

CEOP Expenditure Projects and Cost Categories

APS provided details of the expenditures under the $5 million CEOP authorization and the following list

of projects and expenditures that had been made through February 2019.

Table 25- APS CEOP Expenditures

Project Title Project DescriptionProject W

APS CEOPExpenditures
Se tember2017throu hFebrua 2019

Amount

Ex ended

DSM2187 Rate Analysis

DSM2188

DSM2189

s stem lute ration &Testify

Materials & Printing
rioters.

NonResidential EducationDSM2190

DSM2197 Customer Tools

DSM219B Mass Media

DSM2189 Outside Services / Agencies

DSM2190 Roadshows

Analysis of rates for personalized communication

$1165080 with APS residential customers including the rate

com arisen tool.
$298073 IT and technical im lementation costs

Print and mail personalized communications to

$$198265 residential customers aid to outside
$9 335 Communications about rate changes to non

residential customers including a rate workshop.

Sweepstakes program costs, including the costs of

$1364966 10200 smart thermostats and 2500 smart plugs

given to residential customers.

Customer communication through radio outdoor

$757637 billboards community print ads and social media

digital and interactive ads throughout APS territory.
Marketing agency fees support for conducting

$52465 customer focus groups on service plan features,
naming conventions and service plan options and

Spanish language consulting services.

Travel costs associated with rate review community
$2012 open hours hosted throughout Aizona to provide

information and answer customer questions
$4847834Total CEOP Projects

Source: Response to staff Data Request 2.62
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APS also provided information about the nature of the costs underlying its CEOP expenditures.

Table 26- APS CEOP Expenditures by Cost Type

T yp eAPS CEOP Expenditures by Cost

Am ount

$4279,777

$94,137

$473921

$4,847,835

Type of Cost

Outside Vendor Materials and Services

APS Employee Payroll and Overheads

Internal Cost Allocations or Transfers

Total CEOP Expenditures by Cost Type

Source: Response to Staff Data Request 2.62

Review of CEOP Payments for Outside Materials and Services

Through February 2019 39 vendors have provided materials and services categorized as authorized

CEOP expenditures by APS. The three largest vendors in terms of total payments, were selected to

examine the nature of the amounts spent on the materials and services they provided. The selected

vendors, summarized below, accounted for 62% of total CEOP expenditures on outside materials and

services, and 54% of total CEOP expenditures.

Table 27- APS Vendors Accounting for Significant CEOP Outside Materials and Services Expenditures

Gridx Inc.

LUX Products Corp.

Lavidge Co.

A m o u n t

$ 8 7 7 5 0 0

$1,025,294

$ 7 3 5 0 8 4

$2637 , 878

$4279 , 777

62%

APS Vendors Account ing for  Signif icant CEOP Outside

Mater ials and Serv ices Expenditures

Co m p a n y Project

Rate Analysis
Customer Tools
Mass Media

Total These Vendors
Total Outside Provider Expenditures

Pct. These Vendors

Source: Response to Staff Data Request 5.14

In each case the expenditures were for services and materials related directly to customer education

and outreach activities.

Serv ices Provided by Gr ldX Inc.

APS stated that the services provided by GridX were related to customerspecific rate analyses used in

the personalized communications APS employed as part of its customer education effort. Specifically,

Gridx developed application programming interfaces (APls) to provide results of APS's analysis of the

costs that individual customers would incur under the new rate plans and rates authorized by the

Decision No. 76295. APS stated that GridX is expected to provide ongoing services to maintain the rate

plan / rate tools they developed through the year 2020. The Company further stated that GridX services
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directly supporting the CEOP effort and rate tolls were provided from 2017 through May, 2019. Services

beyond May 2019 were paid for with funds outside of the S5 million CEOP expenditure authorization."

The expenses for Gridx incurred by APS as part of the $5 million in authorized CEOP expense were

associated with work to develop and improve the APS rate plan / rate comparison tool. As such, the

expenses were properly classified by APS as CEOP expenditures and directly contributed to the

production of the APS rate analysis tool that was a primary component of the CEOP.

Materials Provided by Lux Products Corp.

APS described the payments to Lux Products as "costs associated with the sweepstakes program that

gave away smart thermostats to eligible residential customers."2' To support the payments to Lux APS

provided a copy of a purchase order signed and dated December 13, 2017 (APS) and December 15, 2017

(Lux). The purchase order supports $728000 of the approximately $1025000 in payments to Lux and

lists the following items:

•

.

4000 Lux GEOWH03 @ $90 each = $360,000

4,000 Lux GEOWH03 @ $92 each = $368,000

Through an internet search it was confirmed that the Lux GEOWH003 is a vifi programmable

thermostat that can be purchased for $97.84 at Home Depot." A website search also shows that the

same product can be purchased on Amazon for $94.99. The product may have been more expensive in

2017 which may explain why APS did not receive much of a discount relative to current retail prices.

APS's data response to our initial request for CEOP expenditure support left $297,000 in payments to

Lux unsupported. In response to followup discovery APS provided a copy of a change notice which

supported an additional $203,000 for an additional 2,250 thermostats. APS stated the remaining

s94,000 was sales taxes associated with the purchase of all of the thermostats."

Services rrevidfid by LavidqeCo.

APS utilized Lavidge Co. to assist with customer communication through digital and media services. APS

described the expenses associated with Lavidge as "customer communication through radio outdoor

billboards, community print ads, and social media digital and interactive ads throughout APS's service

territory.""

ll Response to Staff data request 7.1.
zz Response to Staff data request 5.14.
za $97.84 is the price advertised on the Home Depot website on April 19 2019.
21 Response to Staff data request 6.18 and Attachment APSAR00543 (Change Notice for additional thermostats).
zs Response to Staff data request 5.14.
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Review of "Employee Salaries and Related Overheads" Charged to CEOP Project Orders

A total of $94137 (2%) of the costs charged to CEOP project orders consisted of "payroll" and related

payroll taxes." APS stated that "[m]ost of the labor expenses associated with outreach education, and

transition of all customers were absorbed in the APS business units and not charged to the 55M

allocation." This procedure is appropriate given that internal APS labor costs, apart from employees

hired for the purpose of working directly on CEOP efforts would not have been incremental to the

CEOP; as such, the costs should be recoverable by APS through base rates rather than through special

funding such as the CEOP authorization. APS further stated that the $94137 in labor expense charged

to CEOP project orders was associated with contractor resources heeded to supplement APS staff during

"stabilization.""

In response to a followup data request, APS acknowledged that the payroll expenses charged included

time associated with 12 employees. How much of the $94000 in payroll is incremental contractor

expense and how much is nonincremental employee payroll is unclear, however, as noted above, total

payroll constitutes only about 2% of total CEOP expenses, APS's response to our data request

concerning payroll charged to CEOP projects stated as follows:

Over 200 APS employees and contractors worked on the customer

outreach, education and transition project. Of these 200 employees

12 APS employees did charge their time to the $5M authorization

for incremental work directly tied to the outreach education and

transition of customers. Eleven of the 12 employees work in /T and

the remaining employee works in Customer Service. As stated in

APS's Response to Staff2.63 APS spent approximately $3M for

technology enhancements not charged to the SSM authorization.

This additional 53M included incremental system upgrades and

contractor labor."

Review of " ln terno l Cost Allocations or Transfers" Charged to CEOP Project Orders

APS charged a total of $473,921 for what it describes as "internal cost allocations or transfers" to CEOP

project orders." Nearly all of this, $471,682, consists of "materials and supplies" described by APS as

"printing and mailing costs for personalized communications to residential customers using APSs print

shop... "to To the extent the print shop incurred expenses were incremental to the CEOP activities, and

would not have otherwise been incurred, it was appropriate to apply the costs to CEOP project orders.

ZS Response to Staff data request 2.62 Attachment APSAR00344.
Z7 Response to Staff data request 2.62.
za Response to Staff data request 6.19
29 Response to Staff data request 2.62 Attachment APSAR00344.
30 Response to Staff data request 2.62.
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APS was asked to provide support showing that printing and mailing costs charged against the CEOP

authorization was associated with customer outreach. APS provided a worksheet showing
approximately 200 individual amounts charged to "DSM 2189 - Materials and Printing" and totaling

approximately $465,000. The line descriptions associated with the charges indicated they consisted
primarily of direct mail associated with customer rate migration." Based on this the amounts that
represented incremental costs associated with the CEOP are satisfactory.

FINDINGS

CEOP Methods, Procedures and Custom er  Reach

I 1. The majority of the information communicated to customers in APSs CEOP was reassosnable

and understandable. Some of the most important information was conveyed in personalized

letters describing new rate plans, including the plans "most like" customers' existing plans, and

the plans likely to be "most economical" given customers' recent historical usage.

2. The scope of the CEOP was adequate to reach APS's entire residential customer base. The most

important information concerning rates and rate plan changes was communicated through bill

inserts or direct mail (e.g. personalized letters describing new rate plans) mailed or emailed to

all customers. APS provided direct communications in Spanish for customers who selected

Spanish as their language for billing. Limited exceptions to complete customer reach for all

CEOP messaging included:

. APS did not have email addresses for approximately 45% of its residential customer base.

. Radio and billboard advertising related to the CEOP was confined to the Phoenix metro area.

3. As part of the CEOP APS created several tools to assist customers in selecting new rate plans

and managing their electricity usage. The most important of these was a rate comparison tool,

contained on the APS website, which enabled customers to compare projected annual costs

under their existing legacy rate plans and among available new rate plans. It remains available

currently to assist customers in selecting among available rate plans. Customer dissatisfaction

caused by higher bills and the new modernized rate plans could have been worse had the rate

comparison tool not been available.

4. Due to the timing of the annual updates of some of the adjustor mechanisms, the transfer was

very confusing to customers and the impact of the transfer was not properly communicated by
APS.

31Response to Staff data request 74 Attachment APSARD0551.
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CEOP Effectiveness - NonSolar Customers

5. An analysis of a sample of 2018 customer complaints classified by APS as "rate case" related
shows the following:

Some customers believed that the 4.5%/ $6 per month average rate increase
advertised by APS in 2017 significantly understated the actual increase and amounted

to misinformation.

Some customers believed that the rate plan transition that occurred in spring 2018
following the rate increase under legacy rate plans in 2017, amounted to a second

increase in their utility rates.

Some customers seemed to be more upset with being moved to new sometimes
differently structured rate plans and rate plans with different peak hours, than they

were with the 2017 rate increase.

Some customers who moved to new rate plans experienced or perceived the rate plans

as causing significant increases in their bills.

Some customers were unhappy with being placed on rate plans with a demand
component.

6. Notwithstanding that information provided to customers through the CEOP appeared to be
accurate and appropriate, the information provided by APS in its rate increase notices and

personalized letters failed to convey certain important details, including the following:

The "average customer" rate increase percentage and bill impact (4.5% increase, $6 per
month) disclosed in customer notices and press releases failed to adequately convey that
the impact of the modernized rate design on individual customers could vary widely and

over time, depending on customerspecific circumstances and changes in other customer
bill components such as adjustors taxes and fees that were not included in the average

percentage or bill increase disclosed in the notice.

The rate plan transition letters sent in the first few months of 2018 also failed to adequately

convey that customers could experience additional increases in their bill (in addition to
those that occurred when rates were increased in 2017), depending on customerspecific
circumstances which included the specific rate plans customers were on before and after

the transition and the customers willingness and ability to make changes in energy usage
incentivized by the new plans such as shifting usage to accommodate new onpeak hours

and demand charges.

CEOP Effectiveness - Solar Customers

7. APSs CEOP messaging did not inform solar customers or applicants of the August 31 2017

deadline for changing their legacy rate plans or the potential advantages of doing so.
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8. Solar customer complaints show that existing customers and applicants were sometimes

unaware of the potential advantages and disadvantages of different legacy rate plans under net

metering because they believed that nothing was required of them to take full advantage of the

net metering rules.

9. APS's rate comparison tool did not incorporate legacy rate plans or retail net metering, which,

had it been available before the August 31, 2017 deadline would have permitted solar

customers to assess the benefits of different rate plans under net metering.

10. Although August 31 2017 was the stated deadline for solar customers and applicants to change

their legacy rate plan there are examples in which APS made exceptions, allowing customers to

change plans after the deadline. lt is not clear that there were valid reasons for these

exceptions raising the possibility that there were no uniformly applied rules that determined

whether solar customers were permitted to change legacy rate plans after August 31, 2017.

CEOPExpenditures

11. APS charged $4.85 million to CEOP project orders (against its $5 million expense authorization)

between September, 2017 and February 2019. of this, $4.28 million (88%) was for outside

(vendor) materials and services, $474000 (10%) was primarily internallyincurred print shop

costs and $94,000 (2%) was payroll associated with contract and full time APS employees who

charged time to CEOP projects.

12. Overall the expenses charged to CEOP project orders between September 2017 and February,

2019 appear to have been reasonable directly related to CEOP activities, and incremental to the

CEOP effort.

13. Overland reviewed the expenses associated with the three largest CEOP vendors, accounting for

62% of total CEOP vendor costs, and found that all three vendors provided services directly

applicable to CEOPefforts. Evidence indicates that the costs were properly incurred and were

incremental to the CEOP.

14. Payroll expenses charged to CEOP project orders account for only $94,000 (2%) of the total

amount charged against the $5 million authorization through February, 2019. These costs were

incurred to hire contract employees who worked specifically on the CEOP effort and included

costs from 12 fulltime APS employees who charged CEOP project orders. Because it includes

expenses associated with regular APS employees some percentage of the $94,000 in payroll

expense appears to be nonincremental expense that should have been recoverable through

base rates. However even if regular employee expenses constituted the entire $94,000 this

amount is immaterial relative to the $5 million authorization.
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15. Internal cost allocations and transfers charged to CEOP project orders consisted almost entirely

of internally incurred print shop costs totaling $472000. Supporting detail showed the expenses
consisted primarily of printing materials and supplies associated with direct mail sent to

customers concerning transition to new plans.

RECOMMENDATIONS

lt is reasonable to have APS fund and implement a Customer Outreach and Education Program that will
be developed and administered by Commission Staff. Therefore it is recommended that APS be

required to work with Staff to hire an independent consultant funded by APS to develop such a program
to properly and adequately educate customers on all aspects of APSs rate plans. It is in the public

interest to have the Company provide customers with proforma billing information on how much they
would pay given their actual usage during each month in the customer were on their most economical
plan. In addition, in the future, the impact of the adjustor mechanisms on rates should be thoroughly

explained and quantified to customers.

APS should provide grandfathered, net metered solar customers with legacy demand rates (ECT1R EPR
and ECT2 EPR) an additional opportunity to switch to a rate that enables them to fully benefit from net
metering (E12 ET1 or ET2). APS should provide notice to these customers to ensure they are made

aware of the opportunity to switch to a more advantageous legacy rate plan. In addition, APS should
provide educational materials informing these customers about the advantages and disadvantages of
each legacy rate plan that can be paired with solar net metering. The window of opportunity to switch

plans should remain open for a reasonable time (e.g., the remainder of 2019) to ensure that all
remaining demand rate solar customers have either transition to another legacy plan or positively

confirmed for APS that they wish to remain on their existing demand rate.
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3. RATe DESIGN REVIEW

OVERVIEW

Overland reviewed the billing determinants used by APS in the Proof of Revenue from Decision No.

76295 in its 2015 rate case and compared the Companys assumptions from 2015 to the actual customer

billing determinants used in 2018. A summary of projected 2015 and actual 2018 determinants for rate

class groupings is shown below."

Table 31. . Billing Determinants Summary

Average

Customers

2015 Adjusted Test Year

Average Adjusted BaseRevenue

Customers MWh ($000)

2018 Actual

Adjusted BaseRovenue

M W h (5000)Rate class

Residential

Basic Rate Plans

TimeofUse Energy Plans

TimeofUse Demand Plans

Solar Rate Plans

Subtotal Residential 3583261

5221299

3850894

456767
13112221

14103822

514215

27730258

2895587

4523363

5759371

238216
13416537

14089945

509135

28015617

456301

372869

192225

79421

1100816

131887

274s

1,235449

494809
711080
457730
66569

1730188

1475736

65213

3271137

398475

620647
674708

29154

1722984

1463595

64900

3251,479

420207
329997

263930
32856

1046990

General Service 127882

Other* 2460

Totals 1177332

* lighting and Irrigation rate schedules

Overall 2018 base revenue was materially consistent with APS test year projections as revised to adopt

the approved rates in Decision No. 76295. However, there were significant variations within the

residential rate classes that are further discussed in the following sections.
Table 32 - Average Customers

Residential by Rate Type

Basic Rate Plans

Time of Use Energy

Time of Use Demand

Subtotal Non solar

%
9%
13%

(27%)
1%

Diffe fence

36,094

42872

(71, 705 )

7, 261

Average Customers

Actual Projected

2018 2015

456,301 420,207

372,869 329,997

192,225 263,930

1,021,395 1,014,134

Solar Rate Plans 79,421 32,856

Total

142%

5%

46,565

53,8261,100,816 1,046,990

32 Response to Discovery Staff 4.5 (ASPAR00370).
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Because the Company transitioned to new rate plans in May 2018, the analysis above groups customer

counts in the legacy and new rate plans by the plan characteristics (i.e. twopart or threepart rate).
The data shows that more customers were on basic plans than expected, and significantly fewer

customers chose to move to demand rates. Participation in solar rates more than doubled from 2015
due to the accelerated adoption of rooftop solar installations.

Analysis of plan enrollment data at December 31, 2018 - after the adoption of the new rate structure -
provides additional insight into customer distribution relative to expectations from the 2015 rate cases"

Table 33 Customersby Rate Class

Difference

TOUD

14283
l 13,058)

17065
55132

(50,443)
12426

Rate Class

RXS
Basic Rates RBASIC

RBASIC L
RTOUE
R2
R3
RTECH
E12 EPR
ET1 EPR

Solar Rates ET2 EPR

ECT1R EPR

ECT2 EPR

%
6%

(9%)
73%
17%

(44%)
8%

(98%)
144%
60%
142%
58%
232%

(950)
17348
3340

19,896
202

2048

Customers by RateClass
Actual at Projected

12/31/2018 2015
271629 257346
126,049 139,107

40,482 23,417
385267 330,135
64,673 115,116

160,471 148045
18 968

29,367 12,019
8924 5584

33,915 14,019
553 351

2,931 883

The higher numbers of customers in basic rates is evidenced in the RXS and RBASIC L rate classes.
While the larger customer count in the smallest rate plan (RXS) is comparable to the overall growth

APS' customer base, the variance in the RBASlC L rate class suggests that customers did not migrate
from basic to timeofuse rates in the numbers the Company anticipated. More customers than
expected in the demand rate class group migrated to the R3 rate, which has higher demand charges

and lower perkwh energy charges than the R2 rate. However, there are substantially fewer customers
in the R2 rate class than estimated

Furthermore, the increase in solar customers between 2015 and 2018 could partly explain the lower
than expected numbers in other rate classes. APS did not make any projections in the 2015 rate case for
conversions to solar rates; hence, the 2015 figures represent the actual count of solar customers during

that test year. These customers migrating to solar from other rate plans had a material impact to the

variances in the Company's forecast.

as APSRate Migration Report - 123118 and Response to Discovery Staff 4.5 (ASPAR00370).
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During the transition customers could elect to move to a qualifying rate plan. For those that didn't
make a choice, APSmoved customers onto rate plansmost similar to their existing plan. According to

the Company,669,831 customers were defaulted to a "most like" rate plan as of May 18, 2018.
However for approximately 56% of those customers, the "most like" rate plan was not the most
economical based on their prior twelvemonth consumption data."

CONSUMPTION ANALYSIS

MWh Sold

1 4 0 4 9 0 0 0

zs.&\1¢iu¢1u

i  a l u a a 0

xspaqnnn

mununm

51D110.W0
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Despite a 5% increase in the APS customer base,
electricity consumption as measured in

megawatthours (MWh) sold, was relatively flat
in the 20152018 time period." In its 2018
annual SEC filing, the Company noted,

"[i]mproving economic conditions and customer
growth were offset by energy savings driven by

customer conservation, energy efficiency, and
distributed renewable generation initiatives."3°
Residential customers consistently accounted

for 47% of total sales throughout the period.
Electricity sales to residential customers in 2018 generally matched APS 2015 projections in total but
showed some variability among rate classes as shown below."

Table 34 a n d 3 5 MWh Sold by Rate Type and Annual kw h per Customer

* *AResidential  byRate

Basic Rate Vlans

T ime of Use Energy

T ime of Use Demand

Subtotal  Non solar

Residential  b RateT

Sasic Rate Plans
11 me of Use Energy
11 me of Use Demand
Subtotal . Non solar

A n n u a l  kwh or Customer
Actual Projected

2048 1015 Di fference

7853 6.891 962

14003 13.707 295

20033 21szz 117891

12390 12995 (605)

Di fl erenoe
687674
597936

I 1sa8477l
(522867)

24%
15%

63%)
(4%)

M Wh  So l d  b  Ra te  T e

Actual Projected

zoos 2015

3583261 2895.587

5221.299 4523363

3850894 5759371

1 2 sss4 s4 13178321

14%

2%

(8%)

(5%)

92%

2%

Solar Rare Plans

Total

Solar Rate Plans

Yotal

(21%)

7%

11499)

903

218551

304 316

5.751

11911

7250

12.B14

456757

13112221

238215

13416537

The trends are similar to those discussed in the customer analysis above. Relative to the 2015

estimates, higher consumption by customers in basic rate plans was offset by lower consumption by
customers on demand rate plans. Solar consumption increased, commensurate with the large growth in
customer base, but was lower on a percustomer basis. The customers who switched to solar during the

as Response to Discovery, Staff 9.1.
is Based on Response to Discovery Staff4.S (ASPAR00370) and APS FERC Form 1 Reports.
36 Pinnacle West Form 10K for the year ended December 31 2018 p.63.
37Based on Response to Discovery, Staff 4.5 (ASPARO0370).
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20152018 timeframe used considerably less energy than those who had solar rates during the 2015 test

year.

R E VE N U E  AN AL Y S IS

Base Revenues

Overall, APS' 2018 base revenues from retail electric sales were consistent with the 2015 forecast, with

total base revenues of $3.27 billion approximately 1% higher than the projected amount of $3.25 billion.

The variations for rate plans in residential segment are summarized on the following table:"

Table 36 Base Revenues

Residential by Rate Type

Basic Rate Plans

Time of Use Energy

Time of Use Demand
Subtotal Non solar

Base Revenues (000's)

Actual Projected

2018 2015

S 494809 $ 398475

s 711,080 s 620,647

S 457730 $ 674,708

$ 1,663,619 s 1,693,830

Difference %

s 96334 24%

$ 90,433 15%

s (216978) (32%)
S (30,211) (2%)

Solar Rate Plans s 66569 s 29,154 s 37415 128%

Total $  1730188 S  1722984 $ 7204 0%

The distribution of revenue collected from customers in the various rate plans was very similar to the

energy consumption trends noted above, with higher collections from basic rate plans and lower

collections from demand rate plans.

B IL L  C O M PAR ISO N S

Overland analyzed the impact of the rate increase on residential customers by comparing typical bills for

customers consuming similar amounts of energy under the legacy rate plans (prior to the application of

the rate increases in August 2017) to the current tariffs. According to the approved 2016 settlement

agreement in Decision No. 76295, the average base rate impact to residential class customers was

expected to be 15.90% which was comprised of a general rate increase (4.54%) and a reallocation of

adjustor collections into the base rate (11.36%)." The adjustor transfers were fully offset through lower

subsequent adjustor charges. Our analysis focused on the impact to base rates; thus the full 15.90% was

presumed to be the average bill increase. Similarly, the 2018 rates do not contain the impact of changes

in the adjustor mechanisms since 2015

so Response to Discovery Staff 4.5 (ASPAR00370).
39SeeACC Decision No. 76295 Attachment 1 Settlement Agreement Appendlx L.
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Basic Rate Plans

Residential customers on APS legacy basic rate tariff E12 that did not elect a different plan during the
conversion were transferred onto the RXS, RBASIC or RBASIC Ltariffs depending on their average

monthly energy usage. To qualify for the RXS tariff, monthly consumption must be below 500 kwh,
while the RBASIC tariff consumption must be below 1,000 kwh per month. Larger customers were
moved to the RBASIC L tariff, but this plan was frozen to new customers. The bill comparisons for each
tariff are shown below.4°

Table 310 - Typical Blll Comparison - RXS Tariff (Llte Choice)

2018 Rate 2015 Rate
kwh block R-XS R-12 Difference %

18%

19%

19%

20%

12%

3.30
5.29
7.28
9.26
7.11

$ 18.24
s 27.92
s 37.61
s 47.30
$ 61.12

S 21.54
s 33.21
s 44.89
s 56.56
s 68.23

s
s
s
s
S

$ 3.57
s 5.83
s 8.09
s 10.34
s 12.59

20%
21%
22%
22%
23%

does not contain the adjustor transfer or any changes in the adjustor

Summer
O100
101200
201300
301400
401500

Winter
o100 s z1.s4 s 17.97
101200 S 33.21 S 27.38
201300 s 44.89 $ 36.80
301400 s 56.56 s 46.22
401500 s 68.23 s 55.64

Note This analysis focuses on the base rate impact and
mechanisms since 2015.

'°The underlying data for all bill comparison schedules in this section were provided in APS Response to Discovery
Staff 8.10 (ASPAR00552).
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Table 311 - Typical Bill Comparison - RBASIC Tariff (Premier Choice)

2018 Rate 2015 Rate

RBASIC R 1 2 Di f fe re n c e %

7%

0%

1%

4%

6%

s 79.90

$ 89.15

s 101.54

s 113.93

s 126.33

s
s
$
s
S

s 74.93

s 88.75

s 102.57

$ 118.73

s 134.90

4. 97

0. 40

(1. 03)

(4. 80)

(8. 57)

k w h  b l o c k

S um m er

5 0 1 6 0 0

6 0 1 7 0 0

7 0 1 8 0 0

8 0 1 9 0 0

9 0 1 1 0 0 0

Winter

5 0 1 6 0 0

6 0 1 7 0 0

7 0 1 8 0 0

8 0 1 9 0 0

901 1000

23%

20%

21%

22%

23%

does not contain the adjustor transfer or any changes in the adjustor

S 79.90 S 65.05 S 14.85

s 89.15 $ 74.47 s 14.68

$ 1 0 1 . 5 4 s 83.89 $ 17.65

$ 1 1 3 . 9 3 S 93. 30 S 20.63

$ 1 2 6 . 3 3 $ 1 0 2 . 7 2 $ 23. 61

Note: This analysis focuses on the base rate impact and

mechanisms since 2015.
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Table 312 .. Typical Bill Comparison - RBASIC L Tariff (PremierChoice Large)

2018 Rate 2015 Rate

kwh block RBASICL R-12 Difference %

11%

8%

6%

4%

2%

1%

0%

1%

Summer

10011100

11011200

12011300

1301 1400

1401 1500

1501 1600

1601 1700

17011800

18011900 2%

3%

s 151.07

s 167.23

$ 183.40

s 199.57

s 215.74

s 231.90

s 248.07

s 264.24

s 280.40

s 296.57

s
s
$
s
s
s
s
S
s
s

s 167.27

s 180.68

s 194.10

s 207.51

s 220.92

s 234.33

s 247.74

s 261.16

s 274.57

s 287.98

16.20

13.45

10.70

7.94

5.18

2.43

(0.33)

(3.08)

(583)

(8.59)

49%

49%

48%

48%

47%

47%

47%

47%

46%

46%

nesnot contain the adjustor transfer or any changes in the adjustor

19012000

Winter

10011100 $ 167.27 S 112.14 $ 55.13
11011200 s 180.68 s 121.55 s 59.13

12011300 s 194.10 $ 130.97 s 63.13

13011400 S 207.51 s 140.39 s 67.12

14011500 s 220.92 s 149.81 s 71.11

1501-1600 s 234.33 s 159.22 s 75.11

16011700 s 247.74 s 168.64 s 79.10

17011800 s 261.16 s 178.06 s 83.10
18011900 s 274.57 s 187.47 s 87.10

1901-2000 S 28798 S 196.89 $ 91.09

Note: This analysis focuseson the base rate impact andd
mechanisms since 201s.

For small customers on the RXS plan, the rate increase was slightly higher than the average overall

increase of 15.9%. The basic service charges and energy charges increased approximately 1520% for

this group.

One significant change to the basic rate plans was the elimination of the inclining block energy charges

for summer months in the legacy R12 tariff. While the kwh energy charges are higher in the RBASIC

and RBASIC Ltariffs relative to the RXS tariff, they are actually lower than the R12 energy charges for

all usage over 400 kwh per month. As a result summer bills were not impacted by the new rates and in

some cases, were projected to decrease. The legacy winter rates, however, were on a single block

charge which increased substantially under the new rate structure as reflected on the tables above.

Tim e of  Use - Energy Plans

APS customers who were on a twopart rate (a basic service charge per day and an onpeak/offpeak

energy charge) and did not elect a different rate plan were moved onto the RTOUE tariff. The new rate
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tariff maintained the twopart design, with the peak hours changed to 3:00 p.m. to 8:00 p.m. on non

holiday weekdays. The new tariff also introduced a super offpeak rate for certain hours during the

winter billing period that is approximately 30% of the normal offpeak energy charge. The bill

comparison with the legacy ET2 tariff is shown below.

Table 313 - Typical Bill Comparison - RTOUE Tariff (Saver Choice)

Seleaed
kwh blow:

2018 Rate 201s Rate
RTOUE ET2 Difference %

20%
22%
23%
23%
24%
24%
25%

s 24.31
$ 38.40
s 52.50
s 66.59
s 80.68
s 108.85
s 137.03

s 123.76
$ 177.30
S 230.84
$ 284.37
s  337.91
s 444.99
s 552.07

s 148.07
s 215.70
s 283.33
$ 350.96
s 418.59
s 553.84
s 689.10

Summer
9011000
14011500
19012000
20012500
25013000
30014000
40015000

Winter
9011000
14011500
19012000
20012500
25013000
30014000
40015000

31%
18%
19%
20%
21%
21%
22%

s 30.52
s 29.04
$ 40.21
s 51.08
s 62.24
s 8427
s  106.31

$ 130.33
$ 189.09
$ 247.86
s 306.62
$ 365.38
s 482.90
s 600.43

s 99.81
s 160.05
s 207.66
s 255.54
s 303.14
s 398.63
s 494.12

d does not containtheadjustor transfer or any changes In the adjusterNote: This analysis focuses on the base rate impact an
mechanisms since 2015.

The increases across all usage blocks were higher than the overall 15.9% projected average. The basic

service charge was reduced in the RTOUE, tariff, offset by higher energy rates, especially the offpeak

energy charge. The severity of the increases in the winter period was mitigated somewhat by the new

super offpeak energy charge.

Dem and Plans

APS offers two demand plans in its current offerings. These plans have a three part structure with a

basic service charge, a demand charge based on the highest hourly onpeak demand and an energy

charge. The R2 tariff (Saver Choice Plus) has a lower demand charge and higher energy charge than the

R3 tariff. Most APS customers on a demand rate as of December 31, 2018 were on the R3 tariff.

Overland compared typical bills over a selection of usage blocks from the legacy ECT2 demand rate to

the R3 tariff below.
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Table 314. . Typical Bill Comparison- R3 Demand Tariff (Saver Choke Max)

%

4%

3%

17%

15%

20%

18%

16%

11%

8%

5%

3%

8%

8%

8%

oes not contain theadjustor transfer or anychanges In the adjustor

Selected 2018 Rate 201s Rate
k w h block R 3 ECT2 Difference

Summer

9011000 s 137.71 s 143.53 s (5.81)
14011500 s 208.87 s 202.22 $ 6.65
19012000 S 271.32 s 232.57 $ 38.75
20012500 s 330.28 S 287.22 $ 43.06
25013000 S 385.76 S 321.62 $ 64.15
30014000 s 498.45 s 422.81 s 75.64
40015000 $ 576.26 S 498.36 S 77.91

Winter
9011000 s 97.29 s 109.66 $ (12.37)
14011500 s 142.59 s 155.13 s (12.54)
19012000 $ 186.67 s 178.63 s 8.04
20012500 5 228.30 $ 220.76 $ 7.54
25013000 S 267.48 S 247.98 $ 19.50
30014000 s 349.51 S 324.77 $ 24.74
4001S000 S 415.64 S 383.89 $ 31.75
Note: This analysis focuses on the base rate impact andd
mechanisms since 2015.

In most instances, bill increases were projected to be lower than the 15.9% overall average and in some

cases, were expected to decrease. The R3 tariff had a lower basic service charge and lower average

increases in perkWh energy charges than other rate plans. These were somewhat offset by demand

charge increases of approximately 30% which had a greater impact on summer bills that typically have

higher peak demand.

Rat e Plan Transitions

As discussed in other sections of this report, customers were encouraged to compare estimated rates on

the various rate plans and select the most economical plan based on their consumption patterns.

Overland analyzed the typical bills for a selection of usage blocks under various transition scenarios to

determine the impacts of moving to a different plan, as shown on the tables below.
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Tables 3-15 and 316 -Typical Sm Comparison - Transitions from Basle Rate Plans

Ii

%

Conversion from Basic Rate Tariff to Demand Tariff
Selected 2018 Rate 2015 Rate

kwh blow R3 E12 Difference%

2%
3%
9%

12%
16%
21%
28%

s 137.71
$ 208.87
s 271.32
$ 330.28
s 385.76
s 498.45
$ 576.26

s 134.90
s 215.74
s 296.57
s 377.41
s 458.24
s 630.81
s 803.38

s 2.81
s (6.87)
$ (25.25)
s (47.13)
s (72.48)
$(132.36)
$(227.12)

Summer
9011000
14011500
19012000
20012500
25013000
30014000
40015000

Winter
9011000
14011500
19012000
20012500
25013000
30014000
40015000

s 102.72
s 149.81
s 196.89
S 243.98
s 291.06
$ 385.23
s 479.40

s 97.29
s 142.59
s 186.67
s 228.30
$ 26748
s 349.51
s 415.64

s (5.43)
s (7.22)
s (10.22)
s (15.68)
$ (23.58)
s (35.72)
s 63.76

5%
5%
5%
6%
8%
9%

13%

not contain the adjustor transfer or any changes in the adjustor

Conversion from Basle Rate Tariff to Ener Tariff
Selected 2018 Rate z01s Rate

kwh blodc RTOUE E12 Difference
Summer

9011000 $ 148.07 s 134.90 s 13.17 10%
14011500 $ 215.70 $ 215.74 S (0.04) 0%
19012000 S 283.33 s 296.57 s (13.24) 4%
20012500 S 350.96 S 377.41 s (26.45) 7%
25013000 $ 418.59 s 458.24 s (39.65) 9%
30014000 S 553.84 S 630.81 S (76.97) 12%
40015000 S 689.10 S 803.38 $(114.28) 14%

Winter
9011000 s 130.33 s 102.72 s 27.61 27%
14011500 s 189.09 s 149.81 s 39.29 26%
19012000 s 247.86 s 196.89 s 50.97 26%
20012500 $ 306.62 $ 243.98 s 62.65 26%
25013000 $ 365.38 s 291.06 s 74.32 26%
30014000 $ 482.90 $ 385.23 s 97.67 2S%
40015000 s 600.43 s 479.40 s 121.03 25%

Note: This analysis focuses on the base rate impact and does
mechanisms since zo is.

Table 317 -Typical Bill Comparison - Transitions from Energy Plan to Demand Plan

%

11%
18%
18%
16%
14%
12%

4%

3%
11%
10%
11%
12%
12%
16%

does not contain the adjustor transfer or any changes In the adjustor

Selected 2018 Rate 2015 Rate
kwh blow R3 E I2 Difference

mer
9011000 s 137.71 s 123.76 $ 13.95
14011500 s 208.87 $ 177.30 $ 31.57
19012000 s 271.32 s 230.84 s 40.49
20012500 s 330.28 s 284.37 $ 4591
25013000 s 385.76 s 337.91 s 4785
30014000 s 498.45 s 444.99 s 53.46
40015000 s 576.26 s  552.07 $ 24.19

Winter
9011000 s 97.29 s 99.81 $ (2.52)
14011500 S 142.59 S 160.05 $ (17.46)
19012000 s 186.67 S 207.66 $ (20.99)
20012500 s 228.30 S 255.s4 $ (27.24)
25013000 s 267.48 S 303.14 S (35.66)
30014000 s 349.51 s 398.63 s (49.12)
40015000 s 415.64 $ 494.12 s 78.48

Note This analysis focuses on the base rate impact and
mechanisms since z01s.

Customers with low energy consumption (less than 500 kwh per month) were moved to the RXS rate

tariff and were not expected to materially benefit from another rate plan. For moderate and large
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customers on basic plans, most would see lower than average bi l l increases, and in many cases would

see bills decrease on a demand tariff. While the introduction of a demand charge would change the

billing structure for those customers moving from basic and energy rate plans, substantially lower per

kwh energy charges and lower basic service charges would potentially offset the demand charge. The

cost advantages from these plans were higher as consumption increased.

The change from the basic rate tariffs to a timeofuse energy tariff had a mixed effect. In similar
fashion to customers previously on timeofuse rate plans the elimination of the summer inclining block
charge led to projected reductions in the summer bills. However, the winter bills were estimated to

increase more than the 15.9% average due to higher perkwh energy charges.

FINDINGS

1. Although APS' 2018 base retail residential revenues were in line with 2015 estimates at an

overall level, the number of medium and largeusage customers transitioning to demand rates

did not meet Company expectations The comparison of typical bills show that customers on

demand plans were expected to see smaller overall bill increases, and actual bill savings if

converting from a basic plan. As a result, should these customers continue on suboptimal rate

plans, APS could see higherthananticipated revenues in future years.

2. The design of the Companys new rate plans favored demand rates over basic rates and energy

rates. Analysis of typical bills indicates that rate increases for basic (onepart) and timeofuse

energy (twopart) rate plans were higher than average while demand (three-part) rate plans

had lower than average increases. Furthermore, customers who were moved by APS onto a

rate plan "most like" their previous plan were less likely to be on the most economical rate

plan.

3. ,APS repo r t ed $6.7 million of excess earnings in 2018 mis associated with higher than expected

revenues due to changes into modernized rate designs made in the 2016 rate case fll Form atted: Not  Highl ight

Form atted: Not Highlight

Form atted: Not  Highl ight

4RECOMMENDATION Form atted: Heading 2 Space After: 0 pt Line spacing:
single

Given the risk  o f variances  in the distr ibution of customers on the various residential rate plans from

those assumed in the 2016 rate case APS should prepare a metric to track the progress of customer rate

plan conversions compared against the assumed rate case billing determinants.

dl Response to Discoverv Staff 2.11A. Performance Report.I
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4. RATE Review

As filed by the Company in this docket, APS's 2018 ACC jurisdictional rate of return on original cost rate

base was 7.32% based on inputs of $576443000 of operating income and $7876150,000 of rate base.

For this review, it is necessary to analyze the Company's financial results for the purpose of identifying

underlying reasons for performance as well as to make reasonable comparisons when reaching

conclusions regarding the extent of changes since the 2016 rate case. The rest of this section provides

these analyses.

CUSTOMER GROWTH ANALYSIS

Average Residential  Customers

mm

n o

n n l w

nm m

. n

o  n u

; .v

.

wn a
nm. ll l /20

APS has experienced consistent growth in its residential

and commercial customer bases between 2015 and

2018. whi le growth in commercial customers has

increased on average, 1% annually, residential

accounts, which comprise approximately 90% of APS'

customer base have increased at a faster 1.7% annual

rate since 2015. Residential customer growth has

increased at an even faster pace over the past two

year542143I Formatted:Superscript

ADJUSTOR MECHANISMS

In addition to base rates which account for a significant portion of the revenues collected by APS the

Company employs a number of different adjustor mechanisms as previously discussed. Some of these

adjustor mechanisms are designed to match, in a more timely manner, the amount paid by customers

for electricity with the actual costs to supply it. Other adjustor mechanisms fund certain programs costs

(e.g, demandside management and renewable energy). As stated in the Customer Education and

Outreach Program Section of this report, during 2018, APS had the following adjustor mechanisms:

Power Supply Adjustor (PSA),

Transmission Cost Adjustor (TcA)

Lost Fixed Cost Recovery Mechanism (LFCR)

Environmental Improvement Surcharge (ElS),

DemandSide Management Adjustment Charge (DSMAC),

Renewable Energy Adjustment Charge (REAC), and

41 Based on Response to Discovery Staff4.S (ASPAR00370) and APS FERC Form 1 Reports.
43 In Pinnacle Wests News Release on 2019 firstquarter earnings dated May 1 2019 it states "customer growth a

solid 1.9 percent as Arizonas economy continues to expand".
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Tax Expense Adjustment Mechanism (TEAM).

Pursuant to Decision No. 76295 $268.0 million of costs previously recovered through adjustor
mechanisms were transferred into base rates and prospective tracking of two of the nine adjustors was

ended (Four Corners Rate Rider and System Benefits Adjustment). Prior to this 2017 transfer, APS
recognized $430.4 million of adjustor mechanism revenues in 2016, which accounted for 12.8% of all

revenues recognized during this time period. As a percentage of total revenue realized, adjustor
mechanism revenues increased from 12.8% to 13.3% between 2016 and 2018.4-"I

RATE BASE

The 2018 yearend original cost jurisdictional rate base submitted by the Company totaled

$7,876,152,000.45 This compares to the jurisdictiohal original cost rate base proposed by APS in the last
rate case of $6,771,1S1,000 for the 2015 calendar test year, which included proposed adjustments to

recognize posttest year plant additions through June 30 2017. The $1.1 billion change in rate base is
almost exclusively due to the increase in net utility plant in service (gross plant less accumulated
depreciation) which increased from $9.092 billion in 2015 to $10289 billion in 2018.45

GrossUtility Plant in Service

Gross jurisdictional utility plant in service increased from a projected $15,436,960,000 in mid2017 to
$16537,707,000 in late 2018 according to APS. The principal reason for this increase is the transfer of

costs from construction work in progress to utility plant in service otherwise referred to as plant
closings. Focusing on the 17 months ended December 31, 2018 (August 1 2017 - December 31, 2018),

the most significant projects closed into utility plant in service included:"

$215.9 million associated with Four Corners Unit 4 permitting, engineering, and construction of

Selective Catalytic Reduction equipment,

$209.8 million associated with Four Corners Unit 5 permitting engineering and construction of

Selective Catalytic Reduction equipment, and

$92.2 million associated with a 500 kV line from Sun Valley to Morgan.

l '° 2018 adjustor mechanism revenues include the $268.0 million transferred to base rates as oar! of the 2017
Settlement Agreement.

45 Responseto prefiled Discovery Staff 1.1 (Schedule B1).
as Response to prefiled Discovery Staff 1.1 (Schedule B1) and Company rate filing in Docket Nos. E01345A160036

and E01345A160123 (Schedule B1).
" Responses to Discovery Staff 2.32 and Version 2 of Staff 2.34. Since Construction Work in progress (CWlP) is not

included in rate base transfers of dollars from CWlP to Utility Plant in Service (plant closings) are a primary reason that Utility
Plant in Service and correspondingly rate base are increasing during this time period.
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These three projects make up 27.2 % of the total plant closings to utility plant in service ($1.903 billion)

in the seventeen months ending December 31, 2018.48 No other specific project closed by the Company
during this time period exceeded $23.9 million."

With respect to the first two plant closings listed above, as part of the settlement agreement that was

associated with the last rate case "the parties agree[d] that this Docket shall remain open for the sole

purpose of allowing APS to file a request that its rates be adjusted no later than January 1 2019 to

reflect the proposed addition of Selective Catalytic Reduction ("SCR") equipment at Four Corners ...~so

On April 27, 2018 APS filed a request for an approval of an adjustment to recover the costs associated

with the Selective Catalytic Reduction equipment at Four Corners. While a hearing has been held on the

matter and an Administrative Law Judge recommendation has been released, no ACC decision had been

issued as of late April 2019.51

Capital Expenditures

Not surprisingly, these plant closings largely correspond with the capital expenditures that APS made in

2017 and 2018 (capital expenditures are classified initially as Construction Work in Progress and later

transferred to Utility Plant in Service). The following table identifies the projects with the highest capital

spending in 2017 and 2018 along with a summary of other projects:

pa Response to Discovery, Staff 2.32.
49 Two blanket work orders PadMounted Underground Transformers ($41.9 million) and Asset Retirement

Obligations ($28.7 million) were slightly in excess of the $23.9 million.
so Settlement Agreement related to ACC Decision No. 76295 in Docket Nos. E01345A160036 and E01345A16

0123 p. 12 of 32.
S1Recommendation of AU Martin dated November 27 2018 in Docket Nos. E01345A160036 and EJo134sA16

0123 p. 8 and email received from ACC Staff on April 24 2019.
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Table 52 - Capital Expenditures 20172018

|

ss S

APS

Capital Expenditures
2017 2018

(in 000s)

Pmect ID
OCC07633

FBC90401
TAIMPSNVLMGN

FCC03864
NUCLEAR FUEL

EDES OVERHD99

RESIDENTIAL 104
(916)

1371

1875
399

(7766)

4517
3623)

s s_ m
OCC07633

NUCLEAR FUEL

EDES OVERHD99
RESIDENTIAL

TRANSFORMER

s s

231258

76620
69629
68824
68563
55904
32337

737623

1,340758
109401

71440
61629
36538
30721

893142
1202871

4378
423

(4572)

(3765)
(2826)

(15509)
21871

Pr ect Desai on
Ocotillo Modernization Project
Four Corners Unit 5 SCR System

Sun Valley TS5Morgan TS9 500

Four Corners Unit 4 SCR Sytem
NudearFuel
Constmdion OverheadEngineering & Supervision
Service and Line ExtensionsResidential
Other
2017 Subtotal
Ocotillo Modernization Project
NudearFuel
Construction OverheadEngineerlng & Supervision
Service and Line ExtensionsResidential
Transformers

Other
2018 Subtotal

2017 and zoos Total
$

$

231362
75704
71000
70699
68962
48138
36854

734000

1,336719
113779

71863
57057
32773
27895

877633
1181000

2517719 : S I
_
-

Source:Su Elemental Res onse to Discove Staff 2.34.

Aside from the projects related to SCR equipment additions at the Four Corners power plant APS

devoted extensive resources on the following:

Ocotillo Modernization Project - installation of five new simplecycle gas turbines which will

add 510 MW of production"

Nuclear Fuel .- refinement conversion, enrichment, and fabrication of nuclear fuel materials
into assemblies and components

Construction OverheadEngineering at Supervision - costs incurred in the course of normal

business but which cannot be directly assigned to a particular function or activity

Service and Line ExtensionsResidential - costs to provide new service or upgraded service to

residential customers; additions of new revenue

Transformers - precapitalized cost of transformer purchases that are used for additions and
replacements in the distribution system

Of the capital expenditures made in 2017 and 2018 a portion was subject to recovery through adjustor

mechanisms. $211,227,000 and $189,703,000 of capital spending on projects with actual or budgeted

spending of $2 million or more was recovered through the Transmission Cost Adjustor in 2017 and 2018

respectively. This included the Sun Valley TS5Morgan TS9 S00 project that is listed in the preceding

51 parties to the settlement agreement in the last rate case were aware of the Ocotillo Modernization Project and
took steps to defer the costs of owning operating and maintaining this plant for possible future rate recovery (see Settlement
Agreement related to ACC Decision No. 76295 in Docket Nos. E01345A160036 and E01345A160123 p. 13 of 32).
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table. Another $24,457000 and $13,859,000 in capital spending was recovered through the

Environmental Improvement Surcharge in 2017 and 2018 respectively. Finally, $6354000 was

recovered in 2018 through the Renewable Energy Adjustment Charge."

As the preceding table demonstrates, capital spending in the past two years was limited largely to the

amounts budgeted by corporate management. For the two years ended December 31 2018 capital

expenditures exceeded budget by a cumulative $25.9 million (1.0%).

COST O F  C AP IT AL

Overland developed an update of the cost of equity. In our analysis our estimate resulted in a range of

8.5% to 9.0%. Assuming the upper end of this range, the current estimate is slightly lower than the Staff

estimate (9.35%) in the 2016 Rate case. It should be noted that Overland has utilized a different group

of proxy companies and different methodologies to arrive at this estimate, compared to Staff witness

Mr. David Parcell.

The approved cost of debt in Decision No. 76295 was 5.13%. This is consistent with the APS and Staff

witness testimony. The cost of debt at December 31 2018 was 4.73%.54

APS issued $300 million of 4.25% senior secured notes due 2049 on February 28, 2019. On February 26,

2019 APS entered into a $200 million Term Loan Agreement maturing on August 26 2020. The Term

Loan Agreement provides for a Base Rate of the higher of Prime, the Federal Funds Rate plus 0.50%, or

the Eurodollar onemonth rate plus 1%.55 These issues were used to retire $500 million of 8.750% Notes

due March 1, 2019. The impact of this refunding was to reduce the embedded cost of debt from 4.73%

to 4.19%.56

FINDINGS

This report has discussed several changes since the 2016 rate case including:

Significant deviations from the Company's projected 2015 customer billing determinants to the

actual customer billing determinants used in 2018.

Remarkable customer growth: residential accounts have increased at a 1.7% annual rate since

2015.

Substantial increase in rate base.

Possible changes in cost of equity.

so Obtained or derived from the Response to Discovery Staff 6.4. ElS and REAC spending amounts were also limited
to projects that had actual or budgeted spending equal to or in excess of $2 million per year.

so APS Workpaper A3. p. 2 of 2.
ss Response to Discovery Staff 2.12.
56 Response to Discovery Staff 4.12.
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Notable reduction in cost of debt.

In addition to those abovementioned changes, there have been some other changing circumstances

since the 2016 rate case.

l

A 0.8% return on the fair value increment was approved in Decision No. 76295. However the

Commission has raised questions regarding the return on fair value increment in some recent

rate proceedings. There have also been discussions about initiating a workshop on this matter.

According to Mr. Don Brandt Chairman of the Board and Chief Executive Officer for APS 57 the

Company is actively managing its costs and identifying additional efficiencies and savings

throughout the organization.

Possible pro forma adjustments in a rate casemight includingg weather normalization,Q]§gt

additions normalization of income tax expense and interest synchronization,and etc.

A review of all the adjustor mechanisms in a rate case which might lead to potential changes.

RECOMMENDATION Formatted: Heading 2 Space After: 0 pt

Witha~ll4hesechangingGiven the material change in fac tors  s ince the last rate case including rate base,

expenses, cost of capital and billing determinants which are the key components in the ratemaking

process it is appropriate for APS to file a new rate case to reflect these changes. Therefore, it is

recommended that APS be required to file a rate case no later than September 30, 2019 utilizing a 12

month testyear period ended June 30, 2019.

S7 Pinnacle West News Release on 2019 firstquarter earnings dated May 1 2019.
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1. EXECUTIVE SUMMARY

BACKGROUND AND PROJECT SCOPE

On February 25, 2019, Overland submitted a proposal to perform consulting services in response to an
RFP issued by the Arizona Corporation Commission on February 11 2019. The project scope was largely
driven by the letter issued by Commissioner Dunn and Chairman Burns dated December 24, 2018,

requesting a review of APS's current rates based upon 2018 results and the effectiveness of the APS
customer education and outreach program.

INFORMATION RELIED UPON

In addition to the APS are-Hled schedules and workpapers. Staff issued nine rounds of discovery that

contained 150 requests. APS provided responses to all requests made in a timely manner. Aside from
written discovery, Overland and Staff members were able to meet with APS subject matter experts at

APS corporate offices to discuss the material produced. On occasion Overland conducted telephone
conference calls to further address and clarify the materials relied upon in our review.

information relied upon in the conduct of our review izenerally included the following materials:

APS responses to Staff discovery requests

ACC Decisions and Orders

APS "Standard Filing Requirements" format of information generally included in rate case filings

information from publicly available sources

All material relied upon in this report is referenced to its specific sources of information.

i Formatted: Normal

SUMMARY OF RELEVANT PROCEEDINGS

2016 APS Rate Application and ACC Rate Order

I Formatted:Not Highlight

Formatted:Not Highlight

Onpugust 82 2017, the Commission issued Decision No. 76295. Aside from the rate increase itself,

significant changes to the thenexisting rate plans were made. The Decision included the following
determinations:'

•

The fair value jurisdictional rate base for the test year ended December 31, 2015 was $10.0
billion.

Adjusted test year revenue was $2.89 billion.

1 Decision No. 76295 p.103104.
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The equity ratio relied upon in setting rates was 55.8%.

The cost of equity was 10.0% and the embedded cost of debt was 5.13%.

Authorized base rates were increased $362.58 million. This included $148.25 million in nonfuel

base rates; a decrease of $53.63 million associated with fuel; and a transfer of cost recovery

from adjustor mechanisms to base rates of $267.95 million.

The average bill impact for residential customers was 4.54 % and 1.93 % for general service

customers.

The following table further provides a detail of the APS total base rate increase approved in Decision No.

76295.2

Table11 - Summaryof APS Rate Increase, 2016 Rate Case

Amount

Component

NonFuel, NonDepreciation Increase

Depreciation Expense Increase

NonFuel Base Rate Increase
Base Fuel Rate Decrease

Net Base Rate Increase Before Adjustors

Transfer from Adjustor Mechanisms

Total Base Rate Increase

94.624

267.953

362.577

(in millions)

s 87.250

s 61.000

s 148.250

s (53.626)

$
s

s

The 4.54% is the residential portion related to the
$94.624 million net base rate increase before adjustors
which does reflect the change in depreciation
expenses but not the transfer of adjustor revenue into
base rates.

The Commissions Order authorized revised rates to be effective August 19 2017. The Order further

provided for a transition period for customers to be notified about rate design changes to be put into

effect under a Customer Education and Outreach Program ("CEOP") through May 1 2018. New

customer elections were subject to a 90day trial period.'

2 Response to Discovery Staff 6.1.
'Decision No. 76295 p. 107109.I
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OVERALL RECOMMENDATIONS

1. It is reasonable to have APS fund and implement a Customer Outreach and Education Program
that will be developed and administered by Commission Staff. Therefore, it is recommended
that APS be required to work with Staff to hire an independent consultant funded by APS to
develop such a program to properly and adequately educate customers on all aspects ofAPSs
rate plans. It is in the public interest to have the Company provide customers with proforma
billing information on how much they would pay given their actual usage during each month in
the customer were on their most economical plan. In addition, in the future, the impact of the
adjustor mechanisms on rates should be thoroughly explained and quantified to customers.

2=_APS should provide grandfathered, net metered solar customers with legacy demand rates (ECT

1R EPR and ECT2 EPR) an additional opportunity to switch to a rate that enables them to fully

benefit from net metering (E12, ET1 or ET2). APS should provide notice to these customers

to ensure they are made aware of the opportunity to switch to a more advantageous legacy rate

plan. In addition, APS should provide educational materials informing these customers about

the advantages and disadvantages of each legacy rate plan that can be paired with solar net

metering. The window of opportunity to switch plans should remain open for a reasonable time

(e.g. the remainder of 2019) to ensure that all remaining demand rate solar customers have

either transition to another legacy plan or positively confirmed for APS that they wish to remain

on their existing demand rate.

Formatted: Indent: Left: 0.5 No bullets or

3. Given the risk of variances in the distribution of customers on the various residential rate plans

from those assumed in the 2016 rate case APS should prepare a metric to track the progress of

customer rate Dlan conversions compared against the assumed rate case billing determinants.

Formatted: Indent: Left: 0.5, No bullets or\..
2=4.Glven the material change in factors since the last rate case including rate base, expenses cost

of capital and billing determinants, which are the key components in the ratemaking process, it

is appropriate for APS to file a new rate case to reflect these changes. Therefore it is

recommended that APS be required to file a rate case no later than September 30 2019.

utiliz ing a 12month testyear period ended June 30, 2019.

FlNDlNGSaNdREGO!\48I4El *lQA3FlQN$l
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2. CUSTOMER EDUCATION AND OUTREACH PROGRAM

The APS Customer Education and Outreach Program (CEOP) was implemented in 2016 to inform and

educate customers about rate changes and new rate plans. Important objectives included educating

customers to help them understand the new rate plan options, encouraging customers to modify their

energy usage in order to save money, and helping customers choose the rate plan most appropriate for

them, given their individual circumstances

Review of the CEOP included the following steps:

. The CEOP's methods, procedures, customer reach and the understandability of information

provided.

The effectiveness of the CEOP in meeting the objective of providing customers with complete

and accurate information about the rate increase and rate plan changes approved in Decision

No. 76295 including the information needed to make appropriate choices among available rate

plans. The effect of the changes could vary based on individual customer circumstances.

The CEOP expenditures approved in Decision No. 76295. Also, the expenditures to determine

whether they were directly associated with the CEOP, whether they were reasonable given

CEOP objectives, and whether they were incremental expenditures that would not have been

made absent the CEOP were examined.

CEOP METHODS, PROCEDURES, CUSTOMER REACH AND UNDERSTANDABILITY

A highlevel examination of the methods and procedures used by APS to communicate with customers,

the customers the communications reached, and the understandability of information was performed.

Communication Methods, Content and Understandability

APS employed both mass and personalized communications in the CEOP. Mass communications

included traditional advertising on radio, newspaper and billboards, and digital advertising through

social media. APS also utilized email bill notices and inserts recorded messages in the IVR system

website postings and utility newsletters. The CEOP used personalized communications, primarily in the

form of emails and letters sent with information tailored to individual customers based on their rate

plans and energy usage history. The methods APS employed took advantage of most of the available

forms and means of communication, and were appropriate given the CEOPs objectives. The following

table summarizes important components of the CEOP communication.

4
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Table 21 - Summary of APSCEOP

Form of Communication Mass or Personal Details

APS Newsletters
25 articles in APS newsletters highlighting the Shift Stagger
Save message and providing energy saving information and

information about new service plans.

APS Website

Information on new service plans, plan comparison tools, a plan

change portal plan transition information page demand / peak
hour usage page savings tips page and a bill changes page.
Website also includes videos providing energy savings info.n

APS ivR
Mass and

Personalized
Onhold messages describing service plans and an option to
permit customer selection and confirmation of service plans.

APS Bills
19 bill inserts in 2017 and 2018 with energy saving and
educational information.

Personalized
Personalized Direct Mail

Letters

Specialized interest letters addressing the needs of select

customer groups and best rate letters informing customers of
the most similar and best savings options plans based on their
usage profiles.

13 million "transactional and "marketing" emails were sent
covering new service plans and energysaving information.

Social Media
Twitter (32,000 impressions) and Facebook campaigns (46000
customers reached) provided serviceplan savings information.

MassOther Mass Media

PersonalizedWelcome Kits

Radio outdoor billboard, print and digital advertising covering
new service plans. APS estimates this created 161 million
impressions.

Mailed between February and April 2018 to 958,000 customers
who switdwed or were transitioned by APS to a new service
plan.

The content of the CEOP communications was reviewed. The overall message used to unify all

communications was "Shift, Stagger, Save." Given the changes in rate structure approved in Decision

No. 76295; in particular, the elimination of the standard block rate for most large residential users and

the shifting of customers to rates with timeofuse and demand components this was an appropriate

message. However, implicitly, the message for some customers would have more appropriately been

"shift and stagger your energy usage or you may experience substantial increases in your electric bill."

In addition the third "S" - save - may have been misleading in the sense that it could be interpreted to

mean that by selecting a new rate plan, particularly one beginning with the words "Saver Choice,"

without changing ones behavior customers could expect to reduce their bills below what they paid
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under their existing rate plans prior to the rate increase; something that appears to have been true only

for a limited minority of customers.

Communications content appeared generally reasonable and understandable. The most important
information provided under the CEOP included personalized information explaining the new rate plans
that were "most like" the customer's existing rate plans and "most economical" given the customers

historical usage. One notable exception to our general conclusion is:

. The statistic that the typical residential bill would increase by 4.5% or about $6 per month was

published in a notice sent to customers and in press releases without being placed into context.

CEOP messaging was generally appropriate in terms of customer reach. Specifically,

APS's notice of intent to increase rates and change its rate design was appropriately published in

newspapers with reach covering the Company's entire service territory.

APSs notice of the change in rates was included on bills sent to all customers.

Information on APS.com the Companys website was available to all customers with internet

access.

Bill inserts, bill messages and utility newsletters were made available to all customers in paper

form or online, depending on selections made by customers.

Personalized letters notifying customers of rate plan changes and providing information on the
new rate plans were sent to all customers.

In terms of language accessibility, APS stated that it provides "direct communications [in

Spanish] co the customers who have selected Spanish for their bills, bill messages and direct

mailings and a dedicated phone line."

Limited exceptions in which the messaging did not necessarily reach every APS customer included the

following:

While print and digital advertising ran throughout Arizona radio ads and billboard ads were

limited to the Phoenix metro area. APS stated this is "the most costeffective way to reach the
largest amount of customers."'

APS stated that "due to the low percentage of customers preferring Spanishlanguage

communications (approximately 3%), the following were and are provided only in English: (1)

emails; (2) aps.com transactional pages; (2) aps.com banner ads and popups; (4) IVR based

plan assistance, (5) special interest letters; (6) mass media campaigns; (7) notifications; (8)

[service] plan comparison tool; and peak demand calcuIator."5

APS did not have email addresses for approximately 45% of its residential customers.

' Response to Staff data request 7.6(c).
5Response to Staff data request 7.6(a).
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Customer Tools

APS created several tools to assist customers in selecting new rate plans and managing their power
usage. These included:

Rate Comparison Tool - The rate comparison tool is one of the most important components of
the CEOP. Prior to plan transition it enabled comparison of a customer's annual costs among

their legacy plan and available new rate plans. The comparison tool served customers directly,
and has been used by APS customer service employees to assist in explaining various options to
customers. Overland was unable to gain direct access to test the tool; however, from the

information available in customer complaint files and screen shots sent in response to our
access data request, it appears to have been generally effective, albeit not without some

limitations. lt appears the comparison tool has evolved since it was first introduced in 2016.

Notification Alerts- To help manage electric usage and bills, customers can sign up to be alerted

when their usage (kwh), demand (KW) or estimated bill amounts reaches designated
thresholds. Only a small percentage of APS customers appear to have subscribed to this

sen/ice.°

Mobile Phone Anna- APS implemented a mobile phone application in mid2016 to assist

customers in managing energy usage and paying bills. APSstates that as of April 4, 2019, more
than 230000 customers have downloaded the application and it has been used to complete
580000 payment transactions. 7

CEOP OVERALL EFFECTIVENESS

The effectiveness of the CEOP in meeting the following objectives was evaluated 1) informing customers
of changes in their rates and rate plans in connection with the rate case approved in Decision No. 76295

and 2) assisting customers in selecting rate plans optimal for them offered under restructured
residential tariffs. The programs effectiveness for solar and nonsolar customers was evaluated

separately. The program's effectiveness related to the transfer of adjustor mechanisms and their
relationship to and impact the rate increase is also discussed.

6 Response to Staff data request 8.1.
7 Response to Staff data request 5.9.

7

ACC000445



Customer Complaints

complaints to the ACC

The following table summarizes "informal" complaints filed with the ACC concerning APS from the
beginning of 2016 through April 19, 2019.

Table 22- "Informal" APS Complaints filed with the Acc

Period ComplaintsDescription

PostFiling, PreRate Increase

Rate Increase (midAugust)

Rate Pian Transition

PostPlan Transition

Days

365

365

120

245

109

" Informal"  APS Complaints Filed with the Arizona Corporation Commission

Annual Rate /

10000 Cust.

3.84

7.32

10.48

8.74

5.21

422

805

379

645

171

2016
2017
2018 through April
2018 May 1Dec 31
2019 through April 19
Source: Arizona Corporation Commission Consumer Services Division

In 2014 and 2015, prior to the submission of the rate filing, the ACC received three informal complaints

annually for every 10000 ACC customers. This increased slightly in 2016 after APS filed its intent to file a
rate case was filed in January, probably because of news about the case (note that customers had not

yet experienced the rate increase)." The complaint rate more than doubled after the rate increase was
implemented in 2017 and it stayed high as customers transitioned to new rate plans during the first
four months of 2018. It remained high throughout 2018 which included the first full summer ofter both

the rate increase and rate plan transition. Complaints declined in the first four months of 2019 to
approximately half their peak level but the complaint rate was still 73% higher than it had been before

the rate case was filed. It is expected that the complaint rate will increase again in 2019 as outdoor
temperatures rise, and as customers continue to receive bills under new rates structures.

Customer "RateCase" Complaints

An APS database of 2018 "rate case" complaints was reviewed. Detail for a sample of 51 complaints

(approximately 20% of the database) was requested and analyzed." 38 of the sampled complaints came

from nonsolar customers and 13 were from solar customers.*° This discussion concerns nonsolar

s APS did not Nie i tsactual rate case until June 2016.
9 Response to Staff data request 5.13.
10 APS maintained a rate case" complaint database in 2018 consisting of 257 customer complaints to ACC (about

85% of the total) the Better Business Bureau the Attorney Generals Office and television media outlets. Solar customers
accounted for a disproportionately high 18% of the complaints in the database. They accounted for only about 7% of the APS
residential customer base in 2018. nonsolar customers comprising 93% of the customer base accounted for the remaining
82% of 2018 "rate case" complaints.
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complaints, which constituted 80% of the 257 complaints logged by APS in 2018 in the "rate case"

category. Solar complaints are discussed separately below.

The following table summarizes our complaint sample by category (what triggered the complaint) and
subcategory (the primary reason or basis for the complaint as stated by the customer).

Table 23- Non Solar Customer ComplaintSample

NonSo lar  Customer  Comp lain t  Samp le

Category / Subcategory C o u n t

15

15

6

3

7

7

23

38

High Bill
Unhappy with the rate increase / high bills

Total High Bill
Rate Plan Change (Notice or on the cost. bill)

Confused about rate plan choices or unable
to choose among available plans
Unable to select desired rate plan
Unhappy with high bills under available
plan choices
Wanted to keep existing (legacy) rate plan

Total Rate Plan Change
Total NonSolar Complaint Sample
Response to data request 5.13 APS customer "rate case"

complaint details multiple attachments 20% sample.

. . . . . . . . . . . . . ... . .I
Effectiveness Metrics Maintained b y  A PS

Information was requested from APS as to whether it maintained any metrics to measure the

effectiveness of the CEOP and if so, to provide the results. The response stated that "APS identified a

number of metrics to be used as a means of ensuring a positive customer experience in its education,

outreach and transition of customers to new rates." 11

Cus tomer Rate Plum TransitionMe t r i c

APS stated that this CEOP metric had a target of "all eligible customers transitioned by S/1 [2018]." APS

stated the "actual" measurement was "1,969 customers (edge and outlier cases) were on transition

rates as of 5/1." Presumably this means that the target was to place all honsolar customers on new

rate plans by the end of April 2018 and 1969 customers had yet to be moved as of May 1, 2018.

11 Response to Staff data request 6.7.
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Customer Complaint Metrics

APS indicated that it had a target of "zero ACC complaints" and stated its actual result was that it met

this target. In order to be counted as a complaint for this metric, the complaint had to be

"substantiated." Of the 257 "rate case" complaints logged by APS in 2018 fig were considered

substantiated. For example more than 40 rate case complaints from grandfathered solar customers

were caused by the customers not being able to change legacy rate plans As discussed more fully

below many of these customers were confused about or unaware of the need to change legacy rate

plans at the time they applied for solar. In most cases the window of time to learn about and change

their plan. As a result of APSs response to their requests to change legacy rate plans, these customers

registered complaints with the ACC. APS listed all of the complaints as "unsubstantiated" because the

deadline had passed when the customers requested to change plans. Because the confusion and

unawareness of these customers bears directly on the question of whether the CEOP accomplished its

communication goals it does not appear that the metric "zero substantiated complaints" provides

information about CEOP effectiveness.

In measuring CEOP effectiveness, APS did not take trends in the total number or rate of customer

complaints into consideration. As demonstrated by complaint statistics maintained by the ACC (as

discussed below), there was a significant increase in the number and overall rate of "informal"

complaints registered by the Commission during the three years from 2016 through 2018.

Evaluation of CEOP Effectiveness NonSolar Customers

Decision No. 76295 approved higher customer rates and new modernized rate plans. It is not typical for

a company to implement a rate increase in conjunction with complete structural overhaul of tariffs

particularly residential tariffs in the same proceeding. If the objective of the CEOP was to completely

prevent dissatisfaction due to all of the changes, then the fact that there was customer dissatisfaction

supports a conclusion that the CEOP was ineffective. However, many of the complaints that customers

voiced were largely unavoidable features of the approved rate increase and new modernized rate

structure rather than a direct result of the CEOP. These included:

Modernized Rate Design.

Most customers were required to transition to a new rate plan. In some cases, customers with

onepart "standard" rates were required to move to time of use rates or even threepart

demand rates if they wanted to minimize or avoid bill increases. Some customers refused to

move to rate plans with demand components even when these plans were estimated to be the

most economical, because they werent familiar with and didn't trust having APS bill them for

demand.

Even under the most economical plan options available the new rate plans sometimes caused

customer bills to increase beyond what had occurred with the transitional rate increases

implemented in August, 2017, creating a perception that APS was raising rates twice.
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• The new rate plans, combined with the 2017 rate increases, raised electric bills significantly

more for some customers than for others.

In some cases, even customers who made behavioral changes could not prevent bill increases

due to rate plan transition. For example, in the case of one complaint submitted to the ACC a

woman who took the APS's "shift, stagger and save" message to heart, shifting more than 70%

of her onpeak usage to offpeak still experienced a bill increase under her new rate plan. This

was due, among other things, to higher offpeak rates under the new plan compared with the

legacy plan."

Overlands review of the CEOP found that many of the complaints that nonsolar customers voiced were

features of the rate increase and the modernized rate design rather than of the CEOP and its

messaging. Nevertheless, CEOP messaging to nonsolar customers was deficient in two respects, as

discussed below, and the deficiencies appear to have contributed to customer dissatisfaction.

Rate Increase and Rate Plan Messaqlnq Deficiencies

The most significant issue with APS's CEOP was the lack of specificity with respect to the rate increase

and the variation of results customers could experience under the new rate plans.

APS advertised the average rate increase to be 4.5% or about $6 a month per customer. Apart

from the sentence "the impact on your bill will depend on your actual energy consumption"

APS did not provide meaningful information about how much more of an increase some

customers might experience under new rate plans especially if they did not change their usage

habits. It did not disclose that the 4.5%/ $6 estimate excluded potential changes in "adjustors,"

taxes and fees outside of the rate case.

APS's primary CEOP tagline, "Shift Stagger, Save" and the names it gave to its new rate plans,

most of which begin with the words "Saver Choice" left customers with the impression that

once they moved to the new plans they would at best see reduced bills, or, at worst see savings

after they "shifted" their energy usage. For example:

o Some customers did not experience savings because they did not shift their usage and /

or they were not moved to "most economical" rate plans. in particular customers who

were placed on the timeofuse Saver Choice plan or the onepart Premier Choice plan

were least likely to "save" as a result of their new rate plan. Many of these customers

perceived a second rate increase when they moved from transitional rates to the new

rate plans in 2018.

11 Response to Staff data request 5.13 Attachment APSAR00443 ACC Complaint No. 2018151466 logged June 12
2018.
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o Depending on individual circumstances, electric bills could increase as a result of the

change in rate plans even when customers selected the most economical rate plan and

shifted their energy usage.

When APS implemented rate increases in midAugust 2017, the Company notified customers through a

bill insert They also issued a press release intended to provide notice to the public through the media.

In both cases, the information provided concerning the rate increase was limited to notification of an

average of 4.5% rate increase that would increase bills for a typical residential customer by about $6 a

month. The portion of the bill insert dealing with the rate increase and changes in rate plans is shown

below.

On August 15, 2017, the Ari2ona Corporation Commission (ACC) voted to approve the
settlement agreement in AP5s general rate case. The decision which took effect on
August19 2017 paved the way for investment in a smarter cleaner energy

infrastructure, more choiceandcontrol through new rate options for customers, and
continued solar leadershipfor Arizona.The bill impact for a resider rial customer using

an average of 1,035 kwh per month is about a $6.16 per month increase, from
$135.54 to $141. 70, or4.5 percent. The impact on your individual bill will depend on
your actual energy consumption.The decision includes new rote options, with reduced
and realigned onpeak hours that create more choices for customers to control their

energy costs. No immediate action is required on your part. We will send additional

communications in the future about how you can choose among the new plans
(emphasis added). 13

It is not unreasonable to expect that most customers would have considered themselves to be about
average, and for them to expect their bills to increase by about $6 per month. During the last few
months of 2017, with cooler temperatures and lower power usage, most customers probably either did

not notice the August rate increase or noticed only a modest bill increase. However, in 2018 APS began
to transition customers from their existing rate plans to new plans regardless of whether they had

chosen a new plan. Certain adjustors, which had been rolled into base rates, also began to increase.
Some customers were placed onto rate plans with different rate structures and customers with a time-
ofuse component in their rate were billed based on different peak hours. In order to minimize costs

under the new plans, most customers were required to select the most economical plan available d
change their energy consumption habits.

Although APS had been promoting its "Shift, Stagger and Save" message in various ways, the rate
increase notice sent in August 2017 did little to warn customers of the potential bill impact of

impending rate plan changes, or changes in certain billing categories not directly connected with the
approved rate increase (adjustors taxes and fees). Later when the "personalized" letters were sent

notifying customers that they would be transitioned to new plans, the letters also contained no

13 Response to Staff data request 8S Attachment APSARDD013.
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information warning customers that they could experience bill increases of substantially more than $6

per month. Instead, the letters contained examples of available new rate plans, which had names

suggesting customers would save money compared with their existing legacy plan (i.e., "Saver Choice,"

"Saver Choice Plus" and "Saver Choice Max").

Not surprisingly customers placed into plans with titles that began with "Saver Choice" who later

experienced what they viewed as a second rate increase, sometimes became dissatisfied and felt that

APS had been less than transparent about communicating what was going to happen. In terms of

dissatisfaction, it did not matter whether higher bills were due to changes in rate structure or to the

customer's failure to shift or reduce energy usage. Evidence for this can be seen in the customer

comments from the nonsolar "rate case" complaints, as summarized in the table below.

Table 24- Selected Customer Rate Case Comments

Customer CommentACC Complaint APS Complaint

Selected Customer Rate Case Comments Informal Acc Com Iaints Filed In 2018
Data Res pons e Complalnt

A t ta ch m e n t Da te

Ap5AR0041g180111 065 2018147711

ApsAR00417180214 058 2018 148263

18Cl22B 120 2018148451 APSAR00422

APSARG04361 8 0 5 0 7  D2 1 2018 150227

180618050 2018. 151575 APSAR00444

1 8 0 8 2 8  1  I B 2018 . 153800 ApsAR00450

l understand thatAPS needs to make a profit. But when APS public affairs

1/11/2018 reports that the average customer wont see more than a small increase
and usingtheir rate comparison tool I see Ill be paying on average $75/

month more I am outraged.

How  is it that my rate can increase tw ice in one year? I have noticed an

2/14/2018 Increase from last year to this year ...And now I receive a notice that Im

being taken off of my current plan and being switched to a new one that
wi l l  i n cre a se  m  co sts ye t  a  a n .

Substantial rate Increase w as approved based on f alse estimates that

2/28/2018 average bills would increase on average of $6 per month per customer. In

addition new rate plans are being forced upon customers that will further
increase customer cost even though consume son [is] decreased.

The increase w as advertised as SS $6and stated by APS agents may be

l e ss b e ca u se  yo u  o n l y h a ve  5  h o u rs o f . . .  p e a k p o we r.  In  m y ca se  I  . . . se e

5/7/5018 a radically different increase... IMlv normalized rate increase is actually

11.5% ... for the same amount of kwh... I have estimated out the new
rate plans will at least cost $586 more this ear.

I could not undersand the rate plans so I called them they informed me to
take the Saver Choice plan. Idid and so my next bill was $732. Iasked

6/18/2018 them why is lt so high? called them ... and found out I should have took
Saver Choice Max they said my bill would have been $456.... Keep in

mind every north this goes on Im paying 30 to 40% more than Im

su  p o se d  to  b e . . .  N o  wa  i s th i s a  4 .5 % ra te  i n cre a se .

Not only did APS raise their rates far more thalnl what was approved.

8/28/2018 They purposely slmultaneiously changed their billing structure so it was
more difficult to calculate the Increase.

Source: Response to staf f  data request 5.13

Evaluation of CEOP Effectiveness Solar Customers

At the end of 2018 APS had approximately 75,000 residential customers with solar panels

interconnected with the Company's distribution system, representing approximately 7% of the
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residential customer base. Decision No. 76295 required that distributed generation (DG) customers who

filed an interconnection application before the rate effective date would be "grandfathered" for net
metering. The specific settlement agreement language states as follows:

Ascontemplated in Decision No. 75859, grandfathered DG customers will continue to
take serviceunder full retail rate net metering and will continue to takeservice on their

current taruf schedule for the length of the grandfathering period.

lt was also established that residential customers who submitted applications to install solar would be

eligible for retail net metering under grandfathering provisions as long as they submitted an application
by the end of August 2017 and their system was approved by APS for installation by the end of

February, 2018. This created a surge in customer solar applications as the August deadline approached
and led to confusion about installation plan requirements. The surge in demand and attendant
confusion made it difficult for some applicants to get installation plans approved by APS and so the

installation approval deadline was eventually extended to the end of May, 2018.

Solar Customer Outreach and Communication

APS's CEOP included communications with both solar customers and installers. Outreach included
personalized letters to solar customers. The following are the important areas in which the CEOP did
not adequately inform solar customers and applicants:

Nonsolar customers were permitted to apply for solar until August 31, 2017 and receive

grandfathered net metering. It was important for these future solar customers to understand
the benefit they would derive from net metering was dependent on the type of legacy rate plan

they had, and that they had until August 31 not just to apply for solar, but also to change their
legacy plan.

APS had a rate comparison tool which assisted customers in picking one of the new rate plans
approved in Decision No. 76295. However the tool did not provide any communication related
to explain the interplay between legacy rate plans and solar net metering.

Personalized letters and other communications with existing solar customers also failed to

explain the interplay between net metering and their legacy plans, or that they had until August
31 to change their plans.

The following table summarizes the important components of APS's communication with solar
customers and other "stakeholders" (installers solar panel providers etc.).

Net Mererinq and Legacy Erierav Rates

14

ACC000452



Solar customers (current, at the time of the settlement, and future customers who submitted an

application to APS by August 31 2017) were "grandfathered" into net metering. This meant they were

also "grandfathered" into the legacy energy rates governing what they consumed from APS meaning

they were the only customers allowed to keep these rates after the new rate plans discussed above

went into effect.

In most cases, future solar customers (applicants) who found they were on a legacy plan with a demand

component would have found it beneficial to change their plan to one without a demand component.

APS permitted this, but only until August 31, 2017 the deadline for new solar applicants to qualify for

net metering. After this point in time, if an existing or future solar customer found themselves on a plan

with a demand component, or if they were on a twopart rate they were limited to the plan they were

on unless they wanted to forfeit grahdfathered net metering.

Customers on legacy rate plans that included demand components (tariffs ECT1R and ECT2) would

probably have found it advantageous to switch to either the available timeofuse rate (ET~2) or the

"standard" onepart block rate (E12) and in some cases customers on ET-2 might also have found it

advantageous to switch to E12. However, advantageous changes were not always made in time.

APSs messaging to solar customers and potential new solar customers did not inform them of either the

August 31, 2017 deadline for changing legacy rates or the potential advantages of doing so. Other APS

messaging in particular, the messages sent in personalized letters and posted on the APS.com rate

comparison tool page, served to create confusion among current and future solar customers prior to the

August 31 2017 deadline. As made evident by some solar complaints existing and future customers

were sometimes unaware before it was too late, of the potential advantages of various legacy rate

plans under net metering, in part because they believed that nothing was required of them to take full

advantage of the net metering rules. Messages such as the following reinforced this belief:

"No action is required on your part. As a grandfathered solar customer, you will not be

required to move to one of the new rate plans recently approved by the ACC." (Letter sent

to existing solar customers in August, 2017)" (emphasis in the original)."

Attention Solar Customers: Please note that Grandfather (sic) Solar Customers and those

Solar Customers who are in the queue awaiting interconnection are NOT required to select

a new rate plan" (emphasis in original) (APS Rate Comparison Tool on the ApS.com

website).*5

This confusion became evident when reviewing complaints registered by solar customers, most of

whom complained when they found out they could not change legacy rate plans after August 31, 2017

and had beeh unaware of the need to do so prior to the deadline. In some cases, as customers

submitted solar applications on or near the August 31, 2017 deadline, the time available to consider and

l
Formatted:Superscript

Formatted: Superscript
," CEOP Filing Docketed October 26. 2018. Attachment C. p. 85
:5 Rate Plan Comparison Tool. "Service Plan Compare" notes.
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request a legacy plan change was short. The solar application and the rate change request would have

had to have been submitted on the same day (August 31 2017). To the extent solar customers and

applicants had sufficient time to consider a rate plan change APS's rate comparison tool did not

incorporate legacy rate plans or retail net metering.

Sewer Qstgrngr Complaints

Of the 257 "rate case" complaints APS logged in 2018, 46 (18%) were classified as solar complaints, an

amount that was disproportionately high compared with APSs solar customers, who accounted for less

than 8% of the residential customer base at the end of 2018. Our sample of 51 complaints included 13 of

these, which were analyzed in detail.

Solar Complaints for Which AP;Der1ied RequestedLeqocy Rate Chonqes

Most of the solar complaints in our sample resulted from customers who became aware in 2018 that

they were not on the legacy energy rate they desired but when they inquired were told by APS that

they were past the deadline and could not change their rate unless they wanted to forfeit net metering.

I lt is clear from the complaints shewninA&aehmen that some, and perhaps many, solar customers

were uninformed and unaware of the need to make changes in legacy plans at the time they applied for

solar installations. Proper messaging from APS concerning changes in legacy rate plans targeted

primarily to solar applicants, but also to their installers, would have prevented some of these

complaints.

Our sample contained two complaints for which APS granted the solar customer a change in legacy rates

after the August, 2017 deadline. These are noteworthy because they indicate a possibility that other

solar customers who are not in the database because they had their rate plan requests granted after the

deadline were treated differently than the customers that appear in the complaint database. lt begs the

question as to whether APS treated its solar customers consistently with respect to postdeadline

requests for rate plan changes.

Evaluat ion of  CEOP Ef fect iveness - Adjustor  Mechanism s

There was significant confusion regarding the adjustor mechanisms and their relationship to and impact

on the average 4.54% / $6 a month bill increase. The 4.54% / Se a month average bill impact was

derived by taking the approved 15.90% overall increase in base rates less the adjustor transfer of

11.36%. Decision No. 76295 approved $267953000 of costs that were previously recovered through

adjustor mechanisms to be transferred into base rates. The increase in base rate revenue caused by this

transfer was offset by the decrease in adjustor mechanism revenue. Therefore, it was revenue neutral.

Because the impact of the adjustor mechanism transfer was to be revenue neutral the necessity of

explaining it may have been thought to be unnecessary. However, due to the timing of the annual

updates of some of the adjustor mechanisms the transfer was very confusing. For example there is a
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oneyear lag for the LFCR update. This update, and some others are outside the rate case process and

therefore were not considered in the rate case. During 2018 APS had the following adjustor

mechanisms which are describe below:

Power Supply Adjustor (psA),

Transmission Cost Adjustor (TCA)

Lost Fixed Cost Recovery Mechanism (LFCR),

Environmental Improvement Surcharge (Els),

DemandSide Management Adjustment Charge (DSMAC),

Renewable Energy Adjustment Charge (REAC), and

Tax Expense Adjustment Mechanism (TEAM).

power Supply Adjustor (PSA)

The PSA mechanism is designed to recover fuel and purchased power costs and other production

related variable costs to the extent those costs deviate from the Companys PSA cost included in base

rates. The PSA typically adjusts annually at the beginning of February. In 2017, it also was adjusted in

the interim when the most recent rate case was decided.

Transmission Cost Adjustor (TCA)

With the introduction of a formula ratesetting methodology at the Federal Energy Regulatory

Commission (FERC) in 2008 to more accurately reflect and recover certain costs that APS incurs in

providing transmission services, an adjustor was established to permit the recovery of charges for

transmission costs associated with serving the Companys retail customers through an automatic

adjustment mechanism. However, the Commission retains the right to suspend such changes as it sees

fit." The formula rate is updated annually on June 1.

Lost Fixed Cost RecoveryMechq_nLsg_{LFCR1

The LFCR is designed to recover fixed costs of providing services (e.g. power poles, wires, other delivery
infrastructure) that would otherwise have been collected but for mandated energy efficiency and

distributed generation requirements which effectively reduce customer energy consumption.

16 2018 Pinnacle West Form 10K pp. 18 and 121 and Response to Discovery Staff 2.38 (APSAR00294 p. 1 of 35).
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Environmental Improvement Surcharge (€I3)

The ElS provides for the recovery of the capital carrying costs of actual environmental investments made

by APS not already recovered in base rates (as approved in Decision No. 76295) or through another

Commissionapproved adjustment.

Demandside Management Adiustment Charge (DSMAC)

The DSMAC provides for the recovery of demandside management (DSM) program costs and energy

efficiency performance incentives. DSM program costs are limited to those programs approved by the

Commission in the annual Energy Efficiency implementation Plan (a.k.a. the Demand Side Management

Implementation Plan)." On residential customer bills the DSMAC is combined with the Renewable

Energy Adjustment Charge and presented as the "Environmental Benefits Surcharge"."*

Bef1ew9Ql¢; fQv Adivffnleer_Cllrzrge (REAC)

The REAC recovers the cost of renewable energy programs included in the Company's annual Renewable

Energy Standard Implementation Plan and approved by the Commission that are not otherwise

recovered in base rates or other adjustor mechanisms. As noted previously, it is combined with the

DSMAC on residential customer bills and presented as the "Environmental Benefits Surcharge"."

[ax Exp ErseAdjustment Mechanism (TEAM)

The TEAM was approved in the August 18, 2017 decision by the Commission (Decision No. 76295) to

enable the pass through of material income tax effects resulting from potential federal income tax

reform legislation to customers. Later that year, the Tax Cuts and Job Act was enacted, and as a result,

the corporate tax rate was reduced from 35% to 21% effective on January 1 2018.20

FOUr CornersRate Rider and the System 8enet7ts Adjustment

The recovery of costs for two adjustor mechanisms the Four Corners Rate Rider and the System

Benefits Adjustment were transferred to base rates, and separate tracking of applicable costs was

ended.

CEOP EXPENDITURES

Overland reviewed the CEOP expenditures authorized in Decision No. 76295 and examined the

expenditures to determine the following:

• Whether they were directly associated with the CEOP,

xi Response to Discovery, Staff 5.5.
la Response to Discovery Staff 2.38 (APSAR00297 p. 3 of 3).
19 Response to Discovery Staff 2.38 (APSARDO298 p. 2 of 2 and APSAR00297 p. 3 of 3).
20 Response to Discovery Staff 2.38 (APSAR00299 p. 1 of 15) and 2018 Pinnacle West Form 10K p. S8.
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Whether they appeared reasonable in nature given the objectives of the CEOP,

Whether they were incremental to implementation of the CEOP (as opposed to expenditures

that would have been made absent the CEOP).

CEOP Expenditure Projects and Cost Categories

APS provided details of the expenditures under the $5 million CEOP authorization and the following list

of projects and expenditures that had been made through February 2019.

Table 25- APS CEOP Expenditures

Project # Project DescriptionProject Title

APS CEOPExpenditures
Se tember2017 throu hFebrua 2019

Amount

Ex ended

DSM2187 Rate Analysis

DSM2188

DSM2189

System Integration & Testing

Materials & Printing

Analysis of rates for personalized communication

$1165080 with APS residential customers including the rate

comparison tool.

$298073 IT and technical im lementatlon costs

$$198265 Print and mail personalized communicaiIoi;s to

n rs.

NonResldential EducationDSM2190

DSM2197 Customer Tools

DSM219B Mass Media

DSM2189 $52,465Outside Services / Agencies

DSM2190 Roadshows

residential customers aid to outside
Communications about rate changes to non

$9335 .
residential customers, including a rate workshop.

Sweepstakes program costs, including the costs of

$1364966 10200 smart thermostats and 2500 smart plugs

given to residential customers.

Customer communication through radio outdoor

$757637 billboards community print ads and social media

digital and interactive ads throughout APS territory.

Marketing agency fees support for conducting

customer focus groups on service plan features,

naming conventions and service plan options and
Spanish language consulting services.

Travel costs associated with rate review community
$2012 open hours hosted throughout Arizona to provide

information and answer customer questions.
$4847834Total CEOP Projects

Source Response to Staff Data Request 2.62
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APS also provided information about the nature of the costs underlying its CEOP expenditures.

Table 26- APS CEOP Expenditures by Cost Type

T yp eAPS CEOP Expenditures by Cost

Am ount

$4279,777

$94,137

$473921

$4,847,835

Type of Cost

Outside Vendor Materials and Services

APS Employee Payroll and Overheads

Internal Cost Allocations or Transfers

Total CEOP Expenditures by Cost Type

Source: Response to Staff Data Request 2.62

Review of CEOP Payments for Outside Materials and Services

Through February 2019 39 vendors have provided materials and services categorized as authorized

CEOP expenditures by APS. The three largest vendors in terms of total payments, were selected to

examine the nature of the amounts spent on the materials and services they provided. The selected

vendors, summarized below, accounted for 62% of total CEOP expenditures on outside materials and

services, and 54% of total CEOP expenditures.

Table 27- APS Vendors Accounting for Significant CEOP Outside Materials and Services Expenditures

Gridx Inc.

LUX Products Corp.

Lavidge Co.

A m o u n t

$ 8 7 7 5 0 0

$1,025,294

$ 7 3 5 0 8 4

$2637 , 878

$4279 , 777

62%

APS Vendors Account ing for  Signif icant CEOP Outside

Mater ials and Serv ices Expenditures

Co m p a n y Project

Rate Analysis
Customer Tools
Mass Media

Total These Vendors
Total Outside Provider Expenditures

Pct. These Vendors

Source: Response to Staff Data Request 5.14

In each case the expenditures were for services and materials related directly to customer education

and outreach activities.

Serv ices Provided by Gr ldX Inc.

APS stated that the services provided by GridX were related to customerspecific rate analyses used in

the personalized communications APS employed as part of its customer education effort. Specifically,

Gridx developed application programming interfaces (APls) to provide results of APS's analysis of the

costs that individual customers would incur under the new rate plans and rates authorized by the

Decision No. 76295. APS stated that GridX is expected to provide ongoing services to maintain the rate

plan / rate tools they developed through the year 2020. The Company further stated that GridX services
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directly supporting the CEOP effort and rate tolls were provided from 2017 through May, 2019. Services

beyond May 2019 were paid for with funds outside of the S5 million CEOP expenditure authorization."

The expenses for Gridx incurred by APS as part of the $5 million in authorized CEOP expense were

associated with work to develop and improve the APS rate plan / rate comparison tool. As such, the

expenses were properly classified by APS as CEOP expenditures and directly contributed to the

production of the APS rate analysis tool that was a primary component of the CEOP.

Materials Provided by Lux Products Corp.

APS described the payments to Lux Products as "costs associated with the sweepstakes program that

gave away smart thermostats to eligible residential customers."2' To support the payments to Lux APS

provided a copy of a purchase order signed and dated December 13, 2017 (APS) and December 15 2017

(Lux). The purchase order supports $728000 of the approximately $1025000 in payments to Lux and

lists the following items:

•

.

4000 Lux GEOWH03 @ $90 each = $360,000

4,000 Lux GEOWH03 @ $92 each = $368,000

Through an internet search it was confirmed that the Lux GEOWH003 is a vifi programmable

thermostat that can be purchased for $97.84 at Home Depot." A website search also shows that the

same product can be purchased on Amazon for $94.99. The product may have been more expensive in

2017 which may explain why APS did not receive much of a discount relative to current retail prices.

APS's data response to our initial request for CEOP expenditure support left $297,000 in payments to

Lux unsupported. In response to followup discovery APS provided a copy of a change notice which

supported an additional $203,000 for an additional 2,250 thermostats. APS stated the remaining

$94,000 was sales taxes associated with the purchase of all of the thermostats."

Services rrevidfid by LavidqeCo.

APS utilized Lavidge Co. to assist with customer communication through digital and media services. APS

described the expenses associated with Lavidge as "customer communication through radio outdoor

billboards, community print ads, and social media digital and interactive ads throughout APS's service

territory.""

ll Response to Staff data request 7.1.
zz Response to Staff data request 5.14.
za $97.84 is the price advertised on the Home Depot website on April 19 2019.
21 Response to Staff data request 6.18 and Attachment APSAR00543 (Change Notice for additional thermostats).
zs Response to Staff data request 5.14.
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Review of "Employee Salaries and Related Overheads" Charged to CEOP Project Orders

A total of $94137 (2%) of the costs charged to CEOP project orders consisted of "payroll" and related

payroll taxes." APS stated that "[m]ost of the labor expenses associated with outreach education, and

transition of all customers were absorbed in the APS business units and not charged to the SSM

allocation." This procedure is appropriate given that internal APS labor costs, apart from employees

hired for the purpose of working directly on CEOP efforts would not have been incremental to the

CEOP; as such, the costs should be recoverable by APS through base rates rather than through special

funding such as the CEOP authorization. APS further stated that the $94,137 in labor expense charged

to CEOP project orders was associated with contractor resources heeded to supplement APS staff during

"stabilization.""

In response to a followup data request, APS acknowledged that the payroll expenses charged included

time associated with 12 employees. How much of the $94000 in payroll is incremental contractor

expense and how much is nonincremental employee payroll is unclear, however, as noted above, total

payroll constitutes only about 2% of total CEOP expenses, APS's response to our data request

concerning payroll charged to CEOP projects stated as follows:

Over 200 APS employees and contractors worked on the customer

outreach, education and transition project. Of these 200 employees

12 APS employees did charge their time to the SSM authorization

for incremental work directly tied to the outreach education and

transition of customers Eleven of the 12 employees work in /T and

the remaining employee works in Customer Service. As stated in

APS's Response to Staff2.63 APS spent approximately $3M for

technology enhancements not charged to the SSM authorization.

This additional 53M included incremental system upgrades and

contractor labor."

Review of " lnternaI Cost Allocations or Transfers" Charged to CEOP Project Orders

APS charged a total of $473,921 for what it describes as "internal cost allocations or transfers" to CEOP

project orders." Nearly all of this, $471,682, consists of "materials and supplies" described by APS as

"printing and mailing costs for personalized communications to residential customers using APSs print

shop... "to To the extent the print shop incurred expenses were incremental to the CEOP activities, and

would not have otherwise been incurred, it was appropriate to apply the costs to CEOP project orders.

ZS Response to Staff data request 2.62 Attachment APSAR00344.
Z7 Response to Staff data request 2.62.
za Response to Staff data request 6.19
29 Response to Staff data request 2.62 Attachment APSAR00344.
30 Response to Staff data request 2.62.
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APS was asked to provide support showing that printing and mailing costs charged against the CEOP

authorization was associated with customer outreach. APS provided a worksheet showing
approximately 200 individual amounts charged to "DSM 2189 - Materials and Printing" and totaling

approximately $465,000. The line descriptions associated with the charges indicated they consisted
primarily of direct mail associated with customer rate migration." Based on this the amounts that
represented incremental costs associated with the CEOP are satisfactory.

FINDINGS

CEOP Methods, Procedures and Custom er  Reach

I 1. The majority of the information communicated to customers in APSs CEOP was reassosnable

and understandable. Some of the most important information was conveyed in personalized

letters describing new rate plans, including the plans "most like" customers' existing plans, and

the plans likely to be "most economical" given customers' recent historical usage.

2. The scope of the CEOP was adequate to reach APS's entire residential customer base. The most

important information concerning rates and rate plan changes was communicated through bill

inserts or direct mail (e.g. personalized letters describing new rate plans) mailed or emailed to

all customers. APS provided direct communications in Spanish for customers who selected

Spanish as their language for billing. Limited exceptions to complete customer reach for all

CEOP messaging included:

. APS did not have email addresses for approximately 45% of its residential customer base.

. Radio and billboard advertising related to the CEOP was confined to the Phoenix metro area.

3. As part of the CEOP APS created several tools to assist customers in selecting new rate plans

and managing their electricity usage. The most important of these was a rate comparison tool,

contained on the APS website, which enabled customers to compare projected annual costs

under their existing legacy rate plans and among available new rate plans. It remains available

currently to assist customers in selecting among available rate plans. Customer dissatisfaction

caused by higher bills and the new modernized rate plans could have been worse had the rate

comparison tool not been available.

4. Due to the timing of the annual updates of some of the adjustor mechanisms, the transfer was

very confusing to customers and the impact of the transfer was not properly communicated by
APS.

31Response to Staff data request 74 Attachment APSARD0551.
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CEOP Effectiveness - NonSolar Customers

5. An analysis of a sample of 2018 customer complaints classified by APS as "rate case" related
shows the following:

Some customers believed that the 4.5%/ $6 per month average rate increase
advertised by APS in 2017 significantly understated the actual increase and amounted

to misinformation.

Some customers believed that the rate plan transition that occurred in spring 2018
following the rate increase under legacy rate plans in 2017, amounted to a second

increase in their utility rates.

Some customers seemed to be more upset with being moved to new sometimes
differently structured rate plans and rate plans with different peak hours, than they

were with the 2017 rate increase.

Some customers who moved to new rate plans experienced or perceived the rate plans

as causing significant increases in their bills.

Some customers were unhappy with being placed on rate plans with a demand
component.

6. Notwithstanding that information provided to customers through the CEOP appeared to be
accurate and appropriate, the information provided by APS in its rate increase notices and

personalized letters failed to convey certain important details, including the following:

The "average customer" rate increase percentage and bill impact (4.5% increase, $6 per
month) disclosed in customer notices and press releases failed to adequately convey that
the impact of the modernized rate design on individual customers could vary widely and

over time, depending on customerspecific circumstances and changes in other customer
bill components such as adjustors taxes and fees that were not included in the average

percentage or bill increase disclosed in the notice.

The rate plan transition letters sent in the first few months of 2018 also failed to adequately

convey that customers could experience additional increases in their bill (in addition to
those that occurred when rates were increased in 2017), depending on customerspecific
circumstances which included the specific rate plans customers were on before and after

the transition and the customers willingness and ability to make changes in energy usage
incentivized by the new plans such as shifting usage to accommodate new onpeak hours

and demand charges.

CEOP Effectiveness - Solar Customers

7. APSs CEOP messaging did not inform solar customers or applicants of the August 31 2017

deadline for changing their legacy rate plans or the potential advantages of doing so.
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8. Solar customer complaints show that existing customers and applicants were sometimes

unaware of the potential advantages and disadvantages of different legacy rate plans under net

metering because they believed that nothing was required of them to take full advantage of the

net metering rules.

9. APS's rate comparison tool did not incorporate legacy rate plans or retail net metering, which,

had it been available before the August 31, 2017 deadline would have permitted solar

customers to assess the benefits of different rate plans under net metering.

10. Although August 31 2017 was the stated deadline for solar customers and applicants to change

their legacy rate plan there are examples in which APS made exceptions, allowing customers to

change plans after the deadline. It is not clear that there were valid reasons for these

exceptions raising the possibility that there were no uniformly applied rules that determined

whether solar customers were permitted to change legacy rate plans after August 31, 2017.

CEOPExpenditures

11. APS charged $4.85 million to CEOP project orders (against its $5 million expense authorization)

between September, 2017 and February 2019. of this, $4.28 million (88%) was for outside

(vendor) materials and services, $474000 (10%) was primarily internallyincurred print shop

costs and $94,000 (2%) was payroll associated with contract and full time APS employees who

charged time to CEOP projects.

12. Overall the expenses charged to CEOP project orders between September 2017 and February,

2019 appear to have been reasonable directly related to CEOP activities, and incremental to the

CEOP effort.

13. Overland reviewed the expenses associated with the three largest CEOP vendors, accounting for

62% of total CEOP vendor costs, and found that all three vendors provided services directly

applicable to CEOPefforts. Evidence indicates that the costs were properly incurred and were

incremental to the CEOP.

14. Payroll expenses charged to CEOP project orders account for only $94,000 (2%) of the total

amount charged against the $5 million authorization through February, 2019. These costs were

incurred to hire contract employees who worked specifically on the CEOP effort and included

costs from 12 fulltime APS employees who charged CEOP project orders. Because it includes

expenses associated with regular APS employees some percentage of the $94,000 in payroll

expense appears to be nonincremental expense that should have been recoverable through

base rates. However even if regular employee expenses constituted the entire $94,000 this

amount is immaterial relative to the $5 million authorization.
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15. Internal cost allocations and transfers charged to CEOP project orders consisted almost entirely

of internally incurred print shop costs totaling $472000. Supporting detail showed the expenses

consisted primarily of printing materials and supplies associated with direct mail sent to

customers concerning transition to new plans.

RECOMMENDATIONS

lt is reasonable to have APS fund and implement a Customer Outreach and Education Program that will
be developed and administered by Commission Staff. Therefore it is recommended that APS be
required to work with Staff to hire an independent consultant funded by APS to develop such a program
to properly and adequately educate customers on all aspects of APSs rate plans. It is in the public
interest to have the Company provide customers with proforma billing information on how much they
would pay given their actual usage during each month in the customer were on their most economical
plan. in addition, in the future, the impact of the adjustor mechanisms on rates should be thoroughly
explained and quantified to customers.

APS should provide grandfathered, net metered solar customers with legacy demand rates (ECT1R EPR

and ECT2 EPR) an additional opportunity to switch to a rate that enables them to fully benefit from net

metering (E12 ET1 or ET2). APS should provide notice to these customers to ensure they are made

aware of the opportunity to switch to a more advantageous legacy rate plan. In addition, APS should

provide educational materials informing these customers about the advantages and disadvantages of

each legacy rate plan that can be paired with solar net metering. The window of opportunity to switch

plans should remain open for a reasonable time (e.g., the remainder of 2019) to ensure that all

remaining demand rate solar customers have either transition to another legacy plan or positively

confirmed for APS that they wish to remain on their existing demand rate.
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3. RATe DESIGN REVIEW

OVERVIEW

Overland reviewed the billing determinants used by APS in the Proof of Revenue from Decision No.

76295 in its 2015 rate case and compared the Companys assumptions from 2015 to the actual customer

billing determinants used in 2018. A summary of projected 2015 and actual 2018 determinants for rate

class groupings is shown below."

Table 31. . Billing Determinants Summary

Average

Customers

2015 Adjusted Test Year

Average Adjusted BaseRevenue

Customers MWh ($000)

2018 Actual

Adjusted Base Rove nue

M W h (5000)Rate class

Residential

Basic Rate Plans

TimeofUse Energy Plans

TimeofUse Demand Plans

Solar Rate Plans

Subtotal Residential 398475

620647
674708

29154

1722984

1463595

64900

3251,479

456301

372869

192225

79421

1100816

131887

274s

1,235449

494809
711080
457730
66569

1730188

1475736

65213

3271137

2895587

4523363

5759371

238216
13416537

14089945

509135

28015617

3583261

5221299

3850894

456767
13112221

14103822

514215

27730258

420207
329997

263930
32856

1046990

General Service 127882

Other* 2460

Totals 1177332

* lighting and Irrigation rate schedules

Overall 2018 base revenue was materially consistent with APS test year projections as revised to adopt

the approved rates in Decision No. 76295. However, there were significant variations within the

residential rate classes that are further discussed in the following sections.
Table 32 - Average Customers

Residential by Rate Type

Basic Rate Plans

¥i¢19€6¥858-£88,=gy
¥8H4ee=f-0§e-Bemand

Subte¥al-NefHielar

%

9%

13%

(-24969

1%

Average Customers

Actual Projected

2018 2015 aafrefenee

420,207 36,094

329 : 99 421872

2631939 17114951

416447134 71261

456,301
3127859

2921225

496217395

297,22Selal=RaieP4ans

n m

142%

5%4;19988§6 1946999

321856

I »

467565

54826

32 Response to Discovery Staff 4.5 (ASPARCM3370).
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Because the Company transitioned to new rate plans in May 2018, the analysis above groups customer

counts in the legacy and new rate plans by the plan characteristics (i.e., twopart or threepart rate).
The data shows that more customers were on basic plans than expected, and significantly fewer

customers chose to move to demand rates. Participation in solar rates more than doubled from 2015
due to the accelerated adoption of rooftop solar installations.

Analysis of plan enrollment data at December 31, 2018 - after the adoption of the new rate structure -
provides additional insight into customer distribution relative to expectations from the 2015 rate case:33

Table 33 Customersby Rate Class

Difference

TOUD

14283
l 13,058)

17065
55132

(50,443)
12426

Rate Class

RXS
Basic Rates RBASIC

RBASIC L
RTOUE
R2
R3
RTECH
E12 EPR
ET1 EPR

Solar Rates ET2 EPR

ECT1R EPR

ECT2 EPR

%
6%

(9%)
73%
17%

(44%)
8%

(98%)
144%
60%
142%
58%
232%

(950)
17348
3340

19,896
202

2048

Customers by RateClass
Actual at Projected

12/31/2018 2015
271629 257346
126,049 139,107

40,482 23,417
385267 330,135
64,673 115,116

160,471 148045
18 968

29,367 12,019
8924 5584

33,915 14,019
553 351

2,931 883

The higher numbers of customers in basic rates is evidenced in the RXS and RBASIC L rate classes.
While the larger customer count in the smallest rate plan (RXS) is comparable to the overall growth

APS' customer base, the variance in the RBASlC L rate class suggests that customers did not migrate
from basic to timeofuse rates in the numbers the Company anticipated. More customers than
expected in the demand rate class group migrated to the R3 rate, which has higher demand charges

and lower perkwh energy charges than the R2 rate. However, there are substantially fewer customers
in the R2 rate class than estimated.

Furthermore, the increase in solar customers between 2015 and 2018 could partly explain the lower
than expected numbers in other rate classes. APS did not make any projections in the 2015 rate case for

conversions to solar rates; hence, the 2015 figures represent the actual count of solar customers during
that test year. These customers migrating to solar from other rate plans had a material impact to the

variances in the Company's forecast.

as APSRate Migration Report - 123118 and Response to Discovery Staff 4.5 (ASPAR00370).
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During the transition customers could elect to move to a qualifying rate plan. For those that didn't
make a choice, APSmoved customers onto rate plansmost similar to their existing plan. According to

the Company,669,831 customers were defaulted to a "most like" rate plan as of May 18, 2018.
However for approximately 56% of those customers, the "most like" rate plan was not the most
economical based on their prior twelvemonth consumption data."

CONSUMPTION ANALYSIS

MWh Sold

1 4 0 4 9 0 0 0
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Despite a 5% increase in the APS customer base,
electricity consumption as measured in

megawatthours (MWh) sold, was relatively flat
in the 20152018 time period." In its 2018
annual SEC filing, the Company noted,

"[i]mproving economic conditions and customer
growth were offset by energy savings driven by

customer conservation, energy efficiency, and
distributed renewable generation initiatives."3°
Residential customers consistently accounted

for 47% of total sales throughout the period.
Electricity sales to residential customers in 2018 generally matched APS 2015 projections in total but
showed some variability among rate classes as shown below."

T a b l e  3 4 a n d 3 5 MWh Sold by Rate Type and Annual kw h per Customer

* *AResidential  byRate

Basic Rate Vlans

T ime of Use Energy

T ime of Use Demand

Subtotal  Non solar

Residential  b RateT

Sasic Rate Plans

11 me of Use Energy

11 me of Use Demand

Subtotal . Non solar

A n n u a l  kwh or Custom er

Actual Projected

2048 1015 Di fference

7853 6.891 962

14003 13.707 295

20033 21szz 117891

12390 12995 (605)

Di fl e renoe

687674

597936

I 1sa8477l

(522867)

24%

15%

63%)

(4%)

M Wh  So l d  b  Ra te  T e

Actual Projected

zoos 2015

3583261 2895.587

5221.299 4523363

3850894 5759371

1 2 sss4 s4 13178321

14%

2%

(8%)

(5%)

92%

2%

Solar Rare Plans

Total

Solar Rate Plans

Yotal

(21%)

7%

11499)

903

218551

304 316

5.751

11911

7250

12.B14

456757

13112221

238215

13416537

The trends are similar to those discussed in the customer analysis above. Relative to the 2015

estimates, higher consumption by customers in basic rate plans was offset by lower consumption by
customers on demand rate plans. Solar consumption increased, commensurate with the large growth in
customer base, but was lower on a percustomer basis. The customers who switched to solar during the

as Response to Discovery, Staff 9.1.
is Based on Response to Discovery Staff4.S (ASPAR00370) and APS FERC Form 1 Reports.
36 Pinnacle West Form 10K for the year ended December 31 2018 p.63.
37Based on Response to Discovery, Staff 4.5 (ASPARO0370).
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20152018 timeframe used considerably less energy than those who had solar rates during the 2015 test

year.

R E VE N U E  AN AL Y S IS

Base Revenues

Overall, APS' 2018 base revenues from retail electric sales were consistent with the 2015 forecast, with

total base revenues of $3.27 billion approximately 1% higher than the projected amount of $3.25 billion

The variations for rate plans in residential segment are summarized on the following table:"

Table 36 Base Revenues

Residential by Rate Type

Basic Rate Plans

Time of Use Energy

Time of Use Demand
Subtotal Non solar

Base Revenues (000's)

Actual Projected

2018 2015

S 494809 $ 398475

s 711,080 s 620,647

S 457730 $ 674,708

$ 1,663,619 s 1,693,830

Difference %

s 96334 24%

$ 90,433 15%

s (216978) (32%)
S (30,211) (2%)

Solar Rate Plans s 66569 s 29,154 s 37415 128%

Total $  1730188 S  1722984 $ 7204 0%

The distribution of revenue collected from customers in the various rate plans was very similar to the

energy consumption trends noted above, with higher collections from basic rate plans and lower

collections from demand rate plans.

B IL L  C O M PAR ISO N S

Overland analyzed the impact of the rate increase on residential customers by comparing typical bills for

customers consuming similar amounts of energy under the legacy rate plans (prior to the application of

the rate increases in August 2017) to the current tariffs. According to the approved 2016 settlement

agreement in Decision No. 76295, the average base rate impact to residential class customers was

expected to be 15.90% which was comprised of a general rate increase (4.54%) and a reallocation of

adjustor collections into the base rate (11.36%)." The adjustor transfers were fully offset through lower

subsequent adjustor charges. Our analysis focused on the impact to base rates; thus the full 15.90% was

presumed to be the average bill increase. Similarly, the 2018 rates do not contain the impact of changes

in the adjustor mechanisms since 2015

so Response to Discovery Staff 4.5 (ASPAR00370).
39SeeACC Decision No. 76295 Attachment 1 Settlement Agreement Appendlx L.
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Basic R ate Plans

Residential customers on APS legacy basic rate tariff E12 that did not elect a different plan during the

conversion were transferred onto the RXS, RBASIC or RBASIC Ltariffs depending on their average

monthly energy usage. To qualify for the RXS tariff, monthly consumption must be below 500 kwh,

while the RBASIC tariff consumption must be below 1,000 kwh per month. Larger customers were

moved to the RBASIC L tariff, but this plan was frozen to new customers. The bill comparisons for each

tariff are shown below.4°

Table 310 - Typical Blll Comparison - RXS Tariff (Llte Choice)

kwh block %Difference

2018 Rate 2015 Rate

RXS R-12

18%
19%

19%

20%

12%

3.30
5.29

7.28

9.26

7.11

18.24
27.92

37.61

47.30

61.12

s
s

s

s

S

21.54 $
33.21 S

44.89 S

56.56 s

68.23 s

s
s

$

s

$

20%
21%

22%
22%

23%
does

17.97 $ 3.57
27.38 s 5.83

36.80 $ 8.09
46.22 $ 10.34

55.64 s 12.59
base rate impact and
r any changes in the

Summer

0100
101200

201300

301400

401500
Winter

0100 S 21.54 S
101200 $ 33.21 s

201300 $ 44.89 $
301400 S 56.56 S

401500 $ 68.23 s
Note:This analysis focuses on the
not contain the adjustor transfer o
adjustor mechanisms since 2015.

'°The underlying data for all bill comparison schedules in this section were provided in APS Response to Discovery
Staff 8.10 (ASPAR00552).
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Table 311 - Typical Bill Comparison - RBASIC Tariff (Premier Choice)

%Difference

2018 Rate 2015 Rate

RBASIC R 12kwh block

7%

0%

1%

4%

6%

S 79.90

$ 89.15

S 101.54
s 113.93

S 126.33

s 74.93

$ 88.75

$ 102.57
S 118.73

s 134.90

s
S
$
s
s

4.97
0.40
(1.03)
(4.80)
(8.57)

14.85 23%

14.68 20%

17.65 21%

20.63 22%

23.61 23%
impact and does
ges in the

Summer

501600

601700

701800
801900

9011000

Winter

501600 S 79.90 S 65.05 S

601700 $ 89.15 $ 74.47 $

701800 s 101.54 $ 83.89 s

801900 S 113.93 s 93.30 s

9011000 $ 126.33 S 102.72 S
Note:This analysis focuses on the base rate i
not contain the adjustor transfer or any Chan
adjustor mechanisms since 2015.
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Table 312 .. Typical Bill Comparison - RBASIC L Tariff (Premier Choice Large)

%Di f fe re n c e

2018 Ra te 2015 Ra te

RBASIC L R 1 2k wh b l o ck

S u m m e r

1 0 0 1 1 1 0 0

1 1 0 1 1 2 0 0

1 2 0 1 1 3 0 0

1 3 0 1 1 4 0 0

1 4 0 1 1 5 0 0

1 5 0 1 1 6 0 0

1 6 0 1 1 7 0 0

1 7 0 1 1 8 0 0

1 8 0 1 1 9 0 0

1 9 0 1 2 0 0 0

11%

8%

6%

4%

2%

1%

0%

1%

. 2%

3%

S 167.27

$  1 8 0 . 6 8

S 194. 10

s 207. 51

S 220.92

S  2 3 4 . 3 3

s 247.74

S 261.16

s 274.57

S 287.98

s
S
$
s
s
s
s
s
s
s

s 151. 07

s 167.23

s 183. 40

s 199. 57

s 215.74

s  2 3 1 . 9 0

s 248.07
s 264.24

s  2 8 0 . 4 0

s  2 9 6 . 5 7

16.20

13.45

10.70

7. 94

5. 18

2. 43

(0. 33)

(3. 08)

(5. 83)

(8. 59)

49%

49%

48%

48%

47%

47%

47%

47%

46%

46%

does

s 112. 14 $ 55.13

s 121. 55 s 59.13

S 130. 97 S 63.13

s 140. 39 s 67.12

$ 14981 S 71. 11

S 159.22 $ 75. 11

S 168. 64 $ 79.10

S 178. 06 $ 83.10

s 187. 47 s 87.10

S 196. 89 s 91.09

on the base rate impact and
nsfer or any changes i n t he

2015.

W int er

1 0 0 1 1 1 0 0 $ 167. 27

1 1 0 1 1 2 0 0 s 180. 68

1201 1300 s 194. 10

1301 1400 s 207. 51

1 4 0 1 1 5 0 0 s  2 2 0 . 9 2

1501-1600 S 234.33

1 6 0 1 1 7 0 0 S 247.74

1 7 0 1 1 8 0 0 s 261.16
1 8 0 1 1 9 0 0 s  2 7 4 . 5 7

1901-2000 s 287.98

Note: This analysis focuses

not contain the adjustor tra

adjustor mechanisms since

For small customers on the RXS plan the rate increase was slightly higher than the average overall

increase of 15.9%. The basic service charges and energy charges increased approximately 1520% for

this group.

One significant change to the basic rate plans was the elimination of the inclining block energy charges

for summer months in the legacy R12 tariff. While the kwh energy charges are higher in the RBASIC

and RBASIC L tariffs relative to the RXS tariff, they are actually lower than the R12 energy charges for

all usage over 400 kwh per month. As a result, summer bills were not impacted by the new rates and, in

some cases, were projected to decrease. The legacy winter rates however, were on a single block

charge which increased substantially under the new rate structure, as reflected on the tables above.
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Time of Use - Energy Plans

APS customers who were on a twopart rate (a basic service charge per day and an onpeak/offpeak
energy charge) and did not elect a different rate plan were moved onto the RTOUE tariff. The new rate

tariff maintained the twopart design, with the peak hours changed to 3:00 p.m. to 8:00 p.m. on non~
holiday weekdays. The new tariff also introduced a super offpeak rate for certain hours during the
winter billing period that is approximately 30% of the normal offpeak energy charge. The bill

comparison with the legacy ET2 tariff is shown below.

Table a1a - Typical Blll Comparison - RTOUE Tarlff (Saver Cholce)

%

20%
22%
23%
23%
24%
24%
25%

Selected 2018 Rate 2015 Rate
kwh blodt RTOUE E I2 Difference
Summer

9011000 s 148.07 s 123.76 s 24.31
14011500 s 215.70 s 177.30 s 38.40
19012000 s 283.33 s 230.84 s 52.50
20012500 $ 350.96 s 284.37 s 66.59
25013000 s 418.59 s 337.91 $ 80.68
30014000 s 553.84 s 444.99 $ 108.85
40015000 s 689.10 s 552.07 $ 137.03

i n  r
9011000 S 130.33 S 99.81 $ 30.52 31%
14011500 s 189.09 s 160.05 s 29.04 18%
19012000 s 247.86 s 207.66 s 40.21 19%
20012500 $ 306.62 S 255.54 $ 51.08 20%
25013000 s 365.38 s 303.14 s 62.24 21%
30014000 S 482.90 S 398.63 $ 84.27 21%
40015000 s 600.43 s 494.12 s 106.31 22%
Note: This analysis focuses on the base rate impact
and does not contain the adjustor transfer or any
changes in the adjustor mechanisms since 2015.

The increases across all usage blocks were higher than the overall 15.9% projected average. The basic

service charge was reduced in the RTOUE, tariff, offset by higher energy rates, especially the offpeak

energy charge. The severity of the increases in the winter period was mitigated somewhat by the new

super offpeak energy charge.

Demand Plans

APS offers two demand plans in its current offerings. These plans have a three part structure with a

basic service charge, a demand charge based on the highest hourly onpeak demand and an energy

charge. The R2 tariff (Saver Choice Plus) has a lower demand charge and higher energy charge than the

R3 tariff. Most APS customers on a demand rate as of December 31 2018 were on the R3 tariff.

Overland compared typical bills over a selection of usage blocks from the legacy ECT2 demand rate to

the R3 tariff below.
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Table 314- Typical Bill Comparison- R3 Demand Tariff (Saver Choice Max)

201s Rate

R 3 Difference

2015 Rate

ECT2 %

Selected

kw h block

(5.81)

6.65

38.75
43.06

64.15
75.64

77.91

137.71

208.87

271.32

330.28

385.76

498.45

576.26

4%

3%

17%

15%

20%

18%

16%

143.53

202.22
232.57
287.22
321.62
422. 81

498.36

s

s

$

$

s

s

$

s

s

s

s

s

s

s

$

$

s

s

s

s

s

(12.37) 11%

(12.54) 8%

8.04 5%

7.54 3%

19.50 8%

24.74 8%

31.75 8%

impact and does

noes in the

L fm m s r
9011000

14011500

19012000

20012500

25013000

30014000

40015000

inter

9011000 s 97.29 s 109.66 s

14011500 s 142.59 s 155.13 s

19012000 s 186.67 s 17863 s

20012500 s 228.30 s 220.76 s

25013000 S 267.48 S 247.98 S

30014000 $ 349.51 S 324.77 S

40015000 s 415.64 s 383.89 s

Note: This analysis focuses on the base rate

not contain the adjustor transfer or any Cha

adjustor mechanisms s ince 2015.

In mos t  ins tanc es ,  bi l l  inc reas es  were projec ted to be lower than the 15.9% overal l  average,  and in s ome

c as es ,  were ex pec ted t o dec reas e.  The R3 t ari ff had a lower bas ic  s ervic e c harge and lower average

inc reas es  in perk W h energy  c harges  t han ot her rat e plans .  Thes e were s omewhat  offs et  by  demand

charge inc reases  of approx imately  30%,  which had a greater impac t  on summer bi l ls  t hat  t ypical ly  have

higher peak  dem and.

R a t e Pl an  Tr an si t i on s

As discussed in other sections of this report, customers were encouraged to compare estimated rates on

the various rate plans and select the most economical plan based on their consumption patterns.

Ov erland analyzed the typical bills for a selection of usage blocks under various transition scenarios to

determine the impacts of moving to a different plan, as shown on the tables below.
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Tables 3-15 and 316 -Typical Sm Comparison - Transitions from Basle Rate Plans

TariffI i

%%

10%

0%
4%

7%
9%

12%
14%

27%
26%

26%
26%
26%
25%
25%

Ct and

Conversion from Basic Rate Tariff to Demand Tariff
Selected 2018 Rate 2015 Rate

kwh blow R3 E12 Difference
Summer

9011000 s 137.71 s 134.90 s 2.81 2%
14011500 $ 208.87 s 215.74 s (6.87) 3%
19012000 s 271.32 s 296.57 $ (25.25) 9%
20012500 S 330.28 s 377.41 S (47.13) 12%
25013000 S 385.76 s 458.24 S (72.48) 16%
30014000 s 498.45 s 630.81 $(132.36) 21%
40015000 s 576.26 s 803.38 $(227.12) 28%

Winter
9011000 s 97.29 s 102.72 s (5.43) 5%
14011500 s 142.59 s 149.81 s (7.22) 5%
19012000 $ 186.67 s 196.89 s (10.22) 5%
20012500 s 228.30 S 243.98 s (15.68) 6%
25013000 $ 26748 s 291.06 $ (23.58) 8%
30014000 s 349.51 s 385.23 s (35.72) 9%
40015000 S 415.64 s 479.40 s (63.76) 13%

does not contain the adjustor transfer or any changes in

Conversion from Basle Rate Tariff to Ener
Selected 2018 Rate z01s Rate

kwh blodc RTOUE E12 Difference
Summer

9011000 $ 148.07 s 134.90 s 13.17
14011500 s 215.70 s 215.74 s (0.04)
19012000 $ 283.33 s 296.57 s (13.24)
20012500 S 350.96 S 377.41 s (26.45)
25013000 s 418.59 s 458.24 s (39.65)
30014000 s 553.84 s 630.81 s (76.97)
40015000 $ 689.10 S 803.38 $(114.28)

Winter
9011000 $ 130.33 s 102.72 s 27.61
14011500 $ 189.09 s 149.81 s 39.29
19012000 s 247.86 s 196.89 s 50.97
20012500 s 306.62 s 243.98 s 62.65
25013000 s 365.38 s 291.06 s 74.32
30014000 s 482.90 s 385.23 s 97.67
40015000 s 600.43 s 479.40 s 1z 1.03
Note:This analysis focuses on the base rate imper
the adjustor mechanisms since 2015.

Table 317 - Typical Blll Comparison - Transitions from Energy Plan to Demand Plan

Difference %
2018 Rate 2015 Rate

R3 ET2
Selected
kwh block

13.95
31.57
40.49
45.91
47.85
53.46
24.19

11%
18%
18%
16%
14%
12%

4%

137.71
208.87
271.32
330.28
385.76
498.45
576.26

Summer
9011000
14011500
19012000
20012500
25013000
30014000
40015000

123.76
177.30
230.84
284.37
337.91
444.99
552.07

s
$
s
$
s
$
s

s
s
s
S
s
s
s

s
s
s
s
s
s
s

(2.52) 3%
(17.46) 11%
(20.99) 10%
l27.24) 11%
(35.66) 12%
(49.12) 12%
78.48 16%

impact and does
noes in the

99.81 s
160.05 s
207.66 s
255.54 $
303.14 $
398.63 s
494.12 s

the base rate
eroranycha
15.

Minis!!
9011000 s 97.29 s
14011500 s 142.59 s
19012000 S 186.67 S
20012500 S 228.30 S
25013000 $ 267.48 s
30014000 s 349.51 S
40015000 s 415.54 s
No¢e:This analysis focuses on
not contain the adjustor transl
adjustor mechanisms since 20

36

ACC000474



Customers with low energy consumption (less than 500 kwh per month) were moved to the RXS rate

tariff and were not expected to materially benefit from another rate plan. For moderate and large

customers on basic plans most would see lower than average bill increases, and in many cases would

see bills decrease on a demand tariff. While the introduction of a demand charge would change the

billing structure for those customers moving from basic and energy rate plans substantially lower per

kwh energy charges and lower basic service charges would potentially offset the demand charge. The

cost advantages from these plans were higher as consumption increased.

The change from the basic rate tariffs to a timeofuse energy tariff had a mixed effect. In similar

fashion to customers previously on timeofuse rate plans, the elimination of the summer inclining block
charge led to projected reductions in the summer bills. However the winter bills were estimated to

increase more than the 15.9% average due to higher perkwh energy charges.

FINDINGS

1. Although APS 2018 base retail residential revenues were in line with 2015 estimates at an

overall level, the number of medium and largeusage customers transitioning to demand rates

did not meet Company expectations.

Formatted: Indent: Left: 0.5 No bullets or

3=_L.The design of the Company's new rate plans favored demand rates over basic rates and energy

rates. Analysis of typical bills indicates that rate increases for basic (onepart) and timeofuse

energy (twopart) rate plans were higher than average, while demand (threepart) rate plans

had lower than average increases. Furthermore customers who were moved by APS onto a

rate plan "most like" their previous plan were less likely to be on the most economical rate

plan.

3. The comparison of typical bills shows that in many cases bill increases were substantially larger

for winter rates. Furthermore customers on demand plans were expected to see smaller

overall bill increases and actual bill savings if converting from a basic plan.

4. APS reported $6.7 million of excess earnings in 2018 mis associated with higher than expected

revenues due to changes into modernized rate designs made in the 2016 rate case." APS

Formatted Not Highlight

Formatted:Not Highlight

dl Response to Discovery Staff 2.11A: Performance Report. The Performance Report is relied upon by APS senior
management to assess operations and financial results. Based upon our assessment of the rate design contained in this
chapter we find the $6.7 million impact to be reasonable.
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could continue to see higherthananticipated revenues in future years if customers continue

on suboptimal rate plans /;ormatted: Not Highlightl
RECOMMENDATION Formatted: Heading 2 Space After: 0 pt. Line spacing:

single

Given the risk of variances in the distr ibution of customers on the various residential rate plans from

those assumed in the 2016 rate case, APS should prepare a metric to track the progress of customer rate

plan conversions compared against t h e assumed rate case billing determinants.
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4. RATE Review

As filed by the Company in this docket, APS's 2018 ACC jurisdictional rate of return on original cost rate

base was 7.32% based on inputs of $576443000 of operating income and $7876150,000 of rate base.

For this review, it is necessary to analyze the Company's financial results for the purpose of identifying

underlying reasons for performance as well as to make reasonable comparisons when reaching

conclusions regarding the extent of changes since the 2016 rate case. The rest of this section provides

these analyses.

CUSTOMER GROWTH ANALYSIS

Average Residential  Customers

mm

n o

n n l w

nm m

. n

o  n u

m

; .v

.

wn a
nm. ll l /20

APS has experienced consistent growth in its residential

and commercial customer bases between 2015 and

2018. whi le growth in commercial customers has

increased on average, 1% annually, residential

accounts, which comprise approximately 90% of APS'

customer base have increased at a faster 1.7% annual

rate since 2015. Residential customer growth has

increased at an even faster pace over the past two

year542143I Formatted:Superscript

ADJUSTOR MECHANISMS

In addition to base rates which account for a significant portion of the revenues collected by APS the

Company employs a number of different adjustor mechanisms as previously discussed. Some of these

adjustor mechanisms are designed to match, in a more timely manner, the amount paid by customers

for electricity with the actual costs to supply it. Other adjustor mechanisms fund certain programs costs

(e.g, demandside management and renewable energy). As stated in the Customer Education and

Outreach Program Section of this report, during 2018, APS had the following adjustor mechanisms:

Power Supply Adjustor (PSA),

Transmission Cost Adjustor (TcA)

Lost Fixed Cost Recovery Mechanism (LFCR)

Environmental Improvement Surcharge (ElS)

DemandSide Management Adjustment Charge (DSMAC),

Renewable Energy Adjustment Charge (REAC), and

41 Based on Response to Discovery Staff4.S (ASPAR00370) and APS FERC Form 1 Reports.
43 In Pinnacle Wests News Release on 2019 firstquarter earnings dated May 1 2019 it states "customer growth a

solid 1.9 percent as Arlzonas economy continues to expand".
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Tax Expense Adjustment Mechanism (TEAM).

Pursuant to Decision No. 76295 $268.0 million of costs previously recovered through adjustor
mechanisms were transferred into base rates and prospective tracking of two of the nine adjustors was

ended (Four Corners Rate Rider and System Benefits Adjustment). Prior to this 2017 transfer, APS
recognized $430.4 million of adjustor mechanism revenues in 2016, which accounted for 12.8% of all

revenues recognized during this time period. As a percentage of total revenue realized, adjustor
mechanism revenues increased from 12.8% to 13.3% between 2016 and 2018.4-"I

RATE BASE

The 2018 yearend original cost jurisdictional rate base submitted by the Company totaled

$7,876,152,000.45 This compares to the jurisdictiohal original cost rate base proposed by APS in the last
rate case of $6,771,1S1,000 for the 2015 calendar test year, which included proposed adjustments to

recognize posttest year plant additions through June 30 2017. The $1.1 billion change in rate base is
almost exclusively due to the increase in net utility plant in service (gross plant less accumulated
depreciation) which increased from $9.092 billion in 2015 to $10289 billion in 2018.45

GrossUtility Plant in Service

Gross jurisdictional utility plant in service increased from a projected $15,436,960,000 in mid2017 to
$16537,707,000 in late 2018 according to APS. The principal reason for this increase is the transfer of

costs from construction work in progress to utility plant in service otherwise referred to as plant
closings. Focusing on the 17 months ended December 31, 2018 (August 1 2017 - December 31, 2018),

the most significant projects closed into utility plant in service included:"

$215.9 million associated with Four Corners Unit 4 permitting, engineering, and construction of

Selective Catalytic Reduction equipment,

$209.8 million associated with Four Corners Unit 5 permitting engineering and construction of

Selective Catalytic Reduction equipment, and

$92.2 million associated with a 500 kV line from Sun Valley to Morgan.

l '° 2018 adjustor mechanism revenues include the $268.0 million transferred to base rates as oar! of the 2017
Settlement Agreement.

45 Responseto prefiled Discovery Staff 1.1 (Schedule B1).
as Response to prefiled Discovery Staff 1.1 (Schedule B1) and Company rate filing in Docket Nos. E01345A160036

and E01345A160123 (Schedule B1).
" Responses to Discovery Staff 2.32 and Version 2 of Staff 2.34. Since Construction Work in progress (CWlP) is not

included in rate base transfers of dollars from CWIP to Utility Plant in Service (plant closings) are a primary reason that Utility
Plant in Service and correspondingly rate base are increasing during this time period.
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These three projects make up 27.2 % of the total plant closings to utility plant in service ($1.903 billion)

in the seventeen months ending December 31, 2018.48 No other specific project closed by the Company
during this time period exceeded $23.9 million."

With respect to the first two plant closings listed above, as part of the settlement agreement that was

associated with the last rate case "the parties agree[d] that this Docket shall remain open for the sole

purpose of allowing APS to file a request that its rates be adjusted no later than January 1 2019 to

reflect the proposed addition of Selective Catalytic Reduction ("SCR") equipment at Four Corners ...~so

On April 27, 2018 APS filed a request for an approval of an adjustment to recover the costs associated

with the Selective Catalytic Reduction equipment at Four Corners. While a hearing has been held on the

matter and an Administrative Law Judge recommendation has been released, no ACC decision had been

issued as of late April 2019.51

Capital Expenditures

Not surprisingly, these plant closings largely correspond with the capital expenditures that APS made in

2017 and 2018 (capital expenditures are classified initially as Construction Work in Progress and later

transferred to Utility Plant in Service). The following table identifies the projects with the highest capital

spending in 2017 and 2018 along with a summary of other projects:

pa Response to Discovery, Staff 2.32.
49 Two blanket work orders PadMounted Underground Transformers ($41.9 million) and Asset Retirement

Obligations ($28.7 million) were slightly in excess of the $23.9 million.
so Settlement Agreement related to ACC Decision No. 76295 in Docket Nos. E01345A160036 and E01345A16

0123 p. 12 of 32.
S1Recommendation of AU Martin dated November 27 2018 in Docket Nos. E01345A160036 and EJo134sA16

0123 p. 8 and email received from ACC Staff on April 24 2019.
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Table 52 - Capital Expenditures 20172018

|

ss S

APS

Capital Expenditures
2017 2018

(in 000s)

Pmect ID
OCC07633

FBC90401
TAIMPSNVLMGN

FCC03864
NUCLEAR FUEL

EDES OVERHD99

RESIDENTIAL 104
(916)

1371

1875
399

(7766)

4517
3623)

s s_ m
OCC07633

NUCLEAR FUEL

EDES OVERHD99
RESIDENTIAL

TRANSFORMER

s s

231258

76620
69629
68824
68563
55904
32337

737623

1,340758
109401

71440
61629
36538
30721

893142
1202871

4378
423

(4572)

(3765)
(2826)

(15509)
21871

Pr ect Desai on
Ocotillo Modernization Project
Four Corners Unit 5 SCR System

Sun Valley TS5Morgan TS9 500

Four Corners Unit 4 SCR Sytem
NudearFuel
Constmdion OverheadEngineering & Supervision
Service and Line ExtensionsResidential
Other
2017 Subtotal
Ocotillo Modernization Project
NudearFuel
Construction OverheadEngineerlng & Supervision
Service and Line ExtensionsResidential
Transformers

Other
2018 Subtotal

2017 and zoos Total
$

$

231362
75704
71000
70699
68962
48138
36854

734000

1,336719
113779

71863
57057
32773
27895

877633
1181000

2517719 : S I
_
-

Source:Su Elemental Res onse to Discove Staff 2.34.

Aside from the projects related to SCR equipment additions at the Four Corners power plant APS

devoted extensive resources on the following:

Ocotillo Modernization Project - installation of five new simplecycle gas turbines which will

add 510 MW of production"

Nuclear Fuel .- refinement conversion, enrichment, and fabrication of nuclear fuel materials
into assemblies and components

Construction OverheadEngineering at Supervision - costs incurred in the course of normal

business but which cannot be directly assigned to a particular function or activity

Service and Line ExtensionsResidential - costs to provide new service or upgraded service to

residential customers; additions of new revenue

Transformers - precapitalized cost of transformer purchases that are used for additions and
replacements in the distribution system

Of the capital expenditures made in 2017 and 2018 a portion was subject to recovery through adjustor

mechanisms. $211,227,000 and $189,703,000 of capital spending on projects with actual or budgeted

spending of $2 million or more was recovered through the Transmission Cost Adjustor in 2017 and 2018

respectively. This included the Sun Valley TS5Morgan TS9 S00 project that is listed in the preceding

51 parties to the settlement agreement in the last rate case were aware of the Ocotillo Modernization Project and
took steps to defer the costs of ownihg operating and maintaining this plant for possible future rate recovery (see Settlement
Agreement related to ACC Decision No. 76295 in Docket Nos. E01345A160036 and E01345A160123 p. 13 of 32).
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table. Another $24,457000 and $13,859,000 in capital spending was recovered through the

Environmental Improvement Surcharge in 2017 and 2018 respectively. Finally, $6354000 was

recovered in 2018 through the Renewable Energy Adjustment Charge."

As the preceding table demonstrates capital spending in the past two years was limited largely to the

amounts budgeted by corporate management. For the two years ended December 31 2018 capital

expenditures exceeded budget by a cumulative $25.9 million (1.0%).

COST O F  C AP IT AL

Overland developed an update of the cost of equity. In our analysis our estimate resulted in a range of

8.5% to 9.0%. Assuming the upper end of this range, the current estimate is slightly lower than the Staff

estimate (9.35%) in the 2016 Rate case. It should be noted that Overland has utilized a different group

of proxy companies and different methodologies to arrive at this estimate, compared to Staff witness

Mr. David Parcell.

The approved cost of debt in Decision No. 76295 was 5.13%. This is consistent with the APS and Staff

witness testimony. The cost of debt at December 31 2018 was 4.73%.54

APS issued $300 million of 4.25% senior secured notes due 2049 on February 28, 2019. On February 26,

2019 APS entered into a $200 million Term Loan Agreement maturing on August 26 2020. The Term

Loan Agreement provides for a Base Rate of the higher of Prime, the Federal Funds Rate plus 0.50%, or

the Eurodollar onemonth rate plus 1%.55 These issues were used to retire $500 million of 8.750% Notes

due March 1, 2019. The impact of this refunding was to reduce the embedded cost of debt from 4.73%

to 4.19%.56

FINDINGS

This report has discussed several changes since the 2016 rate case including:

Significant deviations from the Company's projected 2015 customer billing determinants to the

actual customer billing determinants used in 2018.

Remarkable customer growth: residential accounts have increased at a 1.7% annual rate since

2015.

Substantial increase in rate base.

Possible changes in cost of equity.

so Obtained or derived from the Response to Discovery Staff 6.4. ElS and REAC spending amounts were also limited
to projects that had actual or budgeted spending equal to or in excess of $2 million per year.

54 APS Workpaper A3. p. 2 of 2.
ss Response to Discovery Staff 2.12.
56 Response to Discovery Staff 4.12.
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Notable reduction in cost of debt.

In addition to those abovementioned changes, there have been some o th e r changing circumstances

since the 2016 rate case.

l

A 0.8% return on the fair value increment was approved in Decision No. 76295. However the

Commission has raised questions regarding the return on fair value increment in some recent

rate proceedings. There have also been discussions about initiating a workshop on this matter.

According to Mr. Don Brandt Chairman of t h e Board and Chief Executive Officer for APS 57 t he

Com pany i s actively managing its costs and identifying additional efficiencies and savings

throughout the organization.

Possible pro forma adjustments in a rate casemight includingg weather normalization,Q]§gt

additions normalization of income tax expense and interest synchronization,and etc.

A review of all the adjustor mechanisms in a rate case which might lead to potential changes.

RECOMMENDATION Form atted: Heading 2 Space After: 0 pt

Witha~ll4hesechangingGiven the material change in fac tors  s ince the las t  rate case including rate base,

expenses, cost of capital and billing determinants which are the key components in the ratemaking

process it is appropriate for APS to file a new rate case to reflect these changes. Therefore, it is

recommended that APS be required to file a rate case no later than September 30, 2019 utilizing a 12

month testyear period ended June 30, 2019.

S7 Pinnacle West News Releaseon 2019 firstquarter earnings dated May 1 2019.
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1. EXECUTIVE SUMMARY

BACKGROUND AND PROJECT SCOPE

On February 25, 2019, Overland submitted a proposal to perform consulting services in response to an
RFP issued by the Arizona Corporation Commission on February 11 2019. The project scope was largely
driven by the letter issued by Commissioner Dunn and Chairman Burns dated December 24, 2018,

requesting a review of APS's current rates based upon 2018 results and the effectiveness of the APS
customer education and outreach program.

INFORMATION RELIED UPON

In addition to the APS prefiled schedules and workpapers,Staff issued nine rounds of discovery that
contained 150 requests. APS provided responses to all requests made in a timely manner. Aside from
written discovery, Overland and Staff members were able to meet with APS subject matter experts at

APS corporate offices to discuss the material produced. On occasion, Overland conducted telephone
conference calls to further address and clarify the materials relied upon in our review.

information relied upon in the conduct of our review generally included the following materials

Formatted:Bulleted + Level: 1 + Aligned at: 0.25 +
indent at: 0.5' Tab stops: Not at 0.5

-1° APS responses to Staff discovery requests

.211 ACC Decisions and Orders

3LAPS "Standard Filing Requirements" format of information generally included in rate case filings

4. Information from publicly available sources

All material relied upon in this report is referenced to its specific sources of information.

SUMMARY OF RELEVANT PROCEEDINGS

2016 APS Rate Application and ACC Rate Order

I On August 18 2017, the Commission issued Decision No. 76295 the "Decision"). Aside from the rate

increase itself, significant changes to the thenexisting rate plans were made. The Decision included the
following determinations:'

The fair value jurisdictional rate base for the test year ended December 31, 2015 was $10.0
billion.

Adjusted test year revenue was $2.89 billion.

1 Decision No. 76295 p.103104.
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The equity ratio relied upon in setting rates was 55.8%.

The cost of equity was 10.0% and the embedded cost of debt was 5.13%.

Authorized base rates were increased $362.58 million. This included $148.25 million in nonfuel

base rates; a decrease of $53.63 million associated with fuel; and a transfer of cost recovery

from adjustor mechanisms to base rates of $267.95 million.

The average bill impact for residential customers was 4.54 % and 1.93 % for general service

customers.

The following table further provides a detail of the APS total base rate increase approved in

3é295the Decision."l
Table11 - Summaryof APS Rate Increase, 2016Rate Case

Amount

Component

NonFuel, NonDepreciation Increase

Depreciation Expense Increase

NonFuel Base Rate Increase
Base Fuel Rate Decrease

Net Base Rate Increase Before Adjustors

Transfer from Adjustor Mechanisms

Total Base Rate Increase

94.624

267.953

362.577

(in millions)

s 87.250

s 61.000

s 148.250

s (53.626)

$

s

s

The 4.54% is the residential portion related to the

$94.624 million net base rate increase before adjustors
which does reflect the change in depreciation

expenses but not the transfer of adjustor revenue into
base rates.

I The Commissions Order authorized revisednew modernized rates to be effective August 19 2017. The

Order further provided for a transition period for customers to be notified about rate design changes to

be put into effect under a Customer Education and Outreach Program ("CEOP") through May 1, 2018.

New customer elections were subject to a 90day trial period.3

2Response to Discovery Staff 6.1.
3Decision No. 76295 107109.
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9443.44uLT1 A EFINDINGS

Customer Education and Outreach Program

I

CEOPMethods, Procedures and Customer Reach

1. The majority of the information communicated to customers in APSs CEOP was reasonable and

understandable. Some of the most important information was conveyed in personalized letters

éeseribing-that described the new rate plans, ineluelingand in laarticula;..theg§;_/y rate plans

"most like" customers' existing rate plans, and the rate plans likely to be "most economical"

given-ln light ofcustomers' recent historical usage darn.I
The scope of the CEOP was adequate to reach APS's entire residential customer base. 1 .

communicated the most important information concerning the new rate plans ratesandrate

planehanges-wiaseommuaieated-through bill inserts or direct mail le.g.perseiaaliaed-lettees

desGi4bi4=i gnewrateplansloieces mailed or emailed to all customers APS provided direct

communications in Spanish for customers who selected Spanish as their language for billing.

o

Formatted: Numbered + Level: 1 + Numbering Style:

1 2 3 + Start at: 1 + Alignment: Left + Aligned at:

0.25" + Indent at: 0.5"
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2»;A5 part of the CEOP APS created several tools to assist-hglgcustomers ieseleczingselect new

rate plans and Qmanaggieg theieelectricity usage. The most important of these was a rate

comparison tool enlaunched on the APS website whieh§li8 enabled customers to compare

projected annual costs under their existing legacy rate plans andamengavailableto those

asgciated with new rate plans. 4-1 he too_remains available to afrsisecustomers MM ;

selecting amongayailablerate plans. Customer dissatisfaction caused by higher bills and the

new modernized rate plans may have been worse had the rate comparison tool not been

available.

Com m ented [RP1]: Is this what were trying to say?

Com m ented [RP2]: Accurate?

4;Due to the timing of the annual updates of some of the adjustor mechanisms, the %¢ansfe¢

transition period was confusing to at least some customers and APS did not effectively

communicate the impact of the tFans¢er-transition period rates wasnetpreperlyeemmunieateé

by41lPSwithin a proper context including the impact of the adjustor mechanisms. This confusion

caused some customers to complain of what they perceived to be two rate increases which

could have been mitigated or avoided had APS more thorouahlv communicated the monthly

billlngchanges that customers would experience.

the
4In 2016 (CORRECI?) APS didnot have email addresses for apprqxIgpately 454..u1i1s reSidentialcus.ugmer. h.asg;.¢ad»u and
billboard communications related to the CEOP was confnnnrf lc phoenix metro area.I

3
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CEOPEffectiveness - NonSolar Customers

5=iAn analysis of a sample of 2018 customer complaints classified by APS as "rate case" related
shows the following:

I

l

Some customers believed that the 4.5%/$6 per month average rate increase advertised by
APS in 2017 significantly understated the actual increase and amounted to misinformation.

Some customers believed that the rate plan transition that occurred in spring 2018, which
followed the rate increase under legacy rate plans in 2017 amounted to a second increase
in their utility rates.

Some customers seemed to be more upset with being moved to new, sometimes differently
structured rate plans, and rate plans with different peak hours than tlae=werewith
theorevious rate plans2914ate-iiaerease.

Some customers who moved to new rate plans experienced or perceived that the rate plans
caused significant increases in their bills.

Some customers were unhappy with being placed on rate plans with a demand component.

&;The information provided by APS in its rate increase notices and personalized letters failed to

convey certain important detailsinformation. includingshefellewingzI
The "average customer" rate increase percentage and bill impact (4.5% increase $6 per

month) disclosed in customer notices and press releases failed to adequately convey that
the impact of the modernized rate design on individual customers could vary widely, and

over time, depending on customerspecific circumstances and changes in other customer
bill components such as adjustors and taxes and fees, : that-were not included in the
notice regarding the average percentage or bill increasediselesedin-thenetlee.l
The rate plan transition letters mailed in the first few months of 2018 failed to adequately
convey ¥haQcustomers that eoulde*pe»=ieneeadditional increases in their bills beyondup,

aedltieneethose that occurred with theggll transition rates The information conveyed
did not include that these additional increases in bills were dependent ~weFei4=leFea5edin

2941lTdepep»dingeacustomerspecific circumstances, vvhieleilaeiudeéincludine the specific
rate plans customers wereon before and after the transition, and theeestenaelespgl vjgal
changeswillingnessanéability-tomakeehangeein energy usage encouraged under the new

rate plans which could minimize bill increases,such as shifting usage to accommodate Q18
new onpeak hours and demand charges.

CEOPEffectiveness Solar Customers

748APS's CEOP messaging did not if form solar customers or applicants of the August 31 2017
deadline for changing their legacy rate plans or the potential advantages of doing so.

&¥=LSolar customer complaints show that existing customers and applicants were sometimes
unaware of the potential advantages and disadvantages of different legacy rate plans under net

4
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metering because they believed that nothing was required of them to take full advantage of the

net metering rules.

&APS's rate comparison tool did not incorporate legacy rate plans or retail net metering, which,
had it been available before the August 31, 2017 deadline would have permitted solar
customers to assess the benefits of different rate plans under net metering. Com m ented [RP3]: Would this have even been possible?

9¥@H4@¢5aH€l6994369945-40449988
.. . . . . . .

ehaagerateplans-a¢teHhedeadline=

CEOP Expenditures

1Qv9. Of the S5 million authorized. APS chargedexpended $4.85 million te CEOP preieet

orders(agalristitsf-$5anillienexpenseautheNzatienlbetween September 2017 and February

2019. Qi-this7Outside (vendor) materials and services accounted for $4.28 million (88%),8gg

was-fereu8lde(vendQF)ma%eFial5arId5eAJlee $474,000 (10%) was primarily internally-

incurred print shop costs. with the remainlmz aod$94,000 (2%1& waspaweliassociated with

Davment for contract and lull-timeAPS employees who dhal=gedbilled time to CEOP projects.

4 1 0 . Overall, CEOP expenses incurred between September 2017 and February 2019 appear

to have been reasonable, directly related to CEOP activities, and incremental to the CEOP effort.

1 -2 =1 1 . The expenses associated with the three largest CEOP vendors, accounting for 62% of

total CEOP vendor costs, and4euadthatall-threevendersprevidedwere directly applicable

to CEOPefforts and services. EvideneeindksateHha4he costs

were properly incurred and wereincremental to the CEOP l3l=»esesewieesandeqaensesweiae

aggieund-tebeappropr iate within the scope of the CEOP.

I . . . .I

amour hafgeéaea

412. internal cost allocations and transfers charged to CEOP were leundtobeappropriate.

[LBil l ing Determinants and Rate Design

1=-Although APSs 2018 base retail residential revenues were in line with 2015 estimates
Droiections at a4=,.€¥8a4l gh level, the number of medium and largeusage customers

transitioning to demand rates did not meet Company expeetatiensoroiections. In sum.
rouehlv nun customers failed to select a demand rate as oonosed to the no# oroiected to do so.

Further tlhe comparison of typical bills shows that customers on demand rate plans were

3 This $9/.uuo (2%) . immatcrml rrrlativc to the $5 million authorizationI
5
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Commented [RP4]: This doesr\t make sense. Comparison
of typical billing determinants/projections??

expected to see smaller overall bill increases, and actual bill savings if converting from a basic

rate plan. Based upon the larger than oroiected number of customers who declined to be

placed on a demand rate. APS may realize higher revenues than projected in future years. Asa

1.

2.

Formatted: Numbered + Level: 1 + Numbering Style:
1 2 3 + Start at: 1 + Alignment Left + Aligned at:
0.25 + Indent at: 0.5

Iheeesignef-the£ompany1sApss new rate plans favored demand rates over basic rates and

energy rates. Analysis of typical bills indicates that rate increases for basic (onepart) and

timeofuse energy (twopart) rate plans were higher than average, while demand (threepart)

rate plans had lower than average increases. Furthermore, customers who were moved by APS

onto a rate plan "most like" their previous rate plan were less likely to be on the most

economical rate plan.

3. $6.7 million of excess earnings in 2018 was associated with higher than expected revenues due

to changes into modernized rate designs made in the 2016 rate case.'

Kate Review

This report highlighted several changes-changes in circumstances that impact APS since the 2016 rate

case, including:

I Formatted: Bulleted + Level: 1 + Aligned at: 0.2S +
Indent at: 0.S", Tab stops: Not at 0.5

I

Formatted: List Paragraph Bulleted + Level: 1 +
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1=» Significant deviations from the Company's projected 2015 customer billing determinants to the

actual customer billing determinants used in 2018.

21° Noteworthy customer growth: residential accounts have increased at a 1.7% annual rate since

2015.

34 Substantial increase in rate base.

4=» Possible changes in cost of equity.

lr-notable reduction in cost of debt.

sirweethe-294€4a¥eGase=
q Formatted: Bulleted + Level: 1 + Aligned at: 0.25 +

Indent at: 0.5". Tab stops: Not at 0.5

I

I

30 A 0.8% return on the fair value increment was approved in Decision No. 76295. However, the

Commission has raised questions regarding the return on fair value increment in some recent

rate proceedings. There have also been discussions about initiating a workshop on this matter.

41° According to Mr. Don Brandt Chairman of the Board and Chief Executive Officer for APS, 7 the

Company is actively managing its costs, and identifying additional efficiencies and savings

throughout the organization.

8 °  Possible pro forma adjustments in a rate case may include weather normalization

normalization, plant additions, normalization of income tax expense and interest

synchronization, etc.

S Response to Discovery Staff 2.11A; Performance Report.
7 Pinnacle West News Release on 2019 firstquarter earnings dated May 1 2019.
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&°  A review of all the adjustor mechanisms in a rate case, which might lead to potential changes.i
ovsnrmtt-uLTiMATE RECOMMENDATIONS

LCustom er  Education and Outreach Program

1. Form atted: Numbered + Level: 1 + Numbering Style:

1 2 3 + Start at: 1 + Alignment: Left + Aligned at:

0.25" + Indent at 0.5 Tab stops: Not at 0.5I

lt is reasonable to have APS fund and implement a Customer Outreach and Education Program

that will be developed and administered by Commission Staff. Therefore, it is recommended

that Staff select and hire an independent consultant, wlaiehis-teleeiundedpaid for by APS, to

develop a program to properly and adequately educate customers on all aspects of APS's rate

plans.

2.I Form atted: Numbered 4 Level: 1 + Numbering Style:
1 2 3 + Start at: 1 + Alignment: Left + Aligned at:

0.25" + Indent at: 0.S Tab stops: Not at 05

It is in the public interest for APS to provide customers with proforma billing information on how

much they would pay given their actual usage during each if the customer was on his/her most

economical plan.

I 3. In future rate cases, APS should thoroughly explain and quantify the impact of adjustor

mechanisms on rates.
Form atted: Numbered + Level: 1 + Numbering Style:

1 2 3 + Stan at: 1 + Alignment Left + Aligned at:
0.25" + Indent at. 0.5, Tab stops: Not at 0.5
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0.25" + Indent at: 0.5 Tab stops: not at 0.5

It is reasonable £e+=S¥é¥li¥eée=oaat_o;.g stakeholders' group to be formed tO collaborate on

better-ways to better communicate thepotential bill impact§_cQ changes to residential customer

rate plans and adjustor mechanisms,en+esiden9aku9eFne§and to makesuggestienssu est

Sermoreeffective ways to edlueaseinform customers anrateplansandolhow their enersqv

usage behavior might impact their bills and how to curtail waysteeut-baelceiaenergy usage,

particularly where such energy conservation is encouraged under demand rates.

4. . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Form atted: Numbered + Level: 1 + Numbering Style:
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E APS should identify ratepayers whose bills have increased by more than 9 percent under the

new rate plans based on 2015 Test Year determinants, and those ratepayers who are not on

their most economical plan, and shall provide the most impacted ratepayers with targeted

educational materials that explain: (1) the various rate plans; (2) the customer's various

options, (3) comparative usage data for their current plan and their most economical plan, (4)

the opportunity to switch plans.

Formatted: List Paragraph Space After: 0 pp Add

space between paragraphs of the same style L.ine

spacing: s ingle No bullets  or numbering
6. Following provision of the additional information noted above it Is reasonable for APS to

provide for at least a fourmonth enrollment period In which customers may select a different
rate plan.

6= L Form atted: Numbered + Level: 1 + Numbering Style:
1 2 3 + Start at: 1 + Alignment; Left + Aligned at;

0.25" + Indent at: 0.5 Tab stops: Not at 0.5
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I legit is reasonable for APS to prepare and Staff to use a "binanalysis" to provide more meaningful
notice of estimated bill impacts to customers.

Form atted: Numbered 4 Level: 1 + Numbering Style:
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&;APS should provide grandfathered; net metered solar customers with legacy demand rates (EcT
1R EPR and ECT2 EPR) _w an additional opportunity to switch to a rate 919 that enables them
to fully benefit from net metering (E12, ET~1 or ET2). APS should provide notice to these

customers to ensure they are made aware of the opportunity to switch to a more advantageous
legacy rate plan. In addition APS should provide educational materials informing these

customers about the advantages and disadvantages of each legacy rate plan that can be paired
with solar net metering..These window of opportunity to switch rate plans should remain open
¢epa4easenabletimelegetheremainder-ef-291980r a similar fourmonth periodmeasure Commented [RP5]: Reasonable/just to allow for a more

generous period that the majority of residential customers
w/o solar? Whats the rationale?

LLsi/ling Determinants and Rate Design

1. Form atted: Numbered + Level: 1 + Numbering Style:

1 2 3 + Start at 1 + Alignment: Left + Aligned at:

0.25" + Indent at: 0.5 Tab stops: not at 0.5I

Given the risk of variances in the distribution of customers on the various residential rate plans

from those assumed in the 2016 rate case APS should prepare a metric to track the progress of

customer rate plan conversions compared against-Qthe assumed rate case billing

determinants.

K at e Rev iew

41. Form atted: Numbered + Level: 1 + Numbering Style:

1. 2 3. + Stan at: 1 + Alignment: Left + Aligned at:

0.25" + indent at: 0.S Tab stops: Not at 0.5"

Commented [RP6]: What about them?

Due to the changing faetees,clrcurnstahces discussed in this report, including growth of the

customer rate base, APS's decrease in expenses, the lesser cost of capital available to APS and
the XXXXXX billing determinants which afecomprise the key componentselements off the rate

making process it is appropriate for APS to file a new rate case to reflect these changed
circumstancess. 1laeGe5oi=e;i&is4eeen9menée£ltl9atAPS should be required to file a rate case no
later than October 31 2019 utilizing a 12month test-yeaetest yea_r periodended June 30 2019.
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g, LCUSTOMER EDUCATION AND OUTREACH PROGRAMl Formatted: indent: Left: 0.2S" No bullets or
numbering

The APS Customer Education and Outreach Program (CEOP) was implemented in 2016 to inform and
educate customers about rate changes and new rate plans. Important objectives included educating
customers to help them understand the new rate plan options, encouraging customers to modify their

energy usage iwerdeto save money, and helping customers choose the rate plan most appropriate for

them, given their individual circumstances.l
Generallv the effectiveness of theCEOP in meeting the following objectives was evaluated: lll

informing customers of changes in their rates and rate plans in connection with the rate case anprov
in The Decision. and (2l assisting customers in selecting rate plans optimal for them offered under

restructured residential tariffs. The program's effectiveness for solar and nonsolar customers was
evaluated separately. The oroeram's effectiveness related to the transfer of adjustor mechanisms and
their relationship to and impact of the rate increase is also discussed.

ilihe-reviewof-theSpecifically, the CEOP review included sheaf evaluation ofiollowingsteps:I

l
I

The CEOP's methods, procedures, customer reach, and the understandability of information

provided.

The effectiveness of the CEOP in meeting the objective of providing customers with complete

and accurate information about the rate increase and rate plan changes approved in Qeeision

Mef-16295The Decision, including the information needed to make appropriate choices among

available rate plans. The effect of the changes could vary based on individual customer

circumstances

The CEOP expenditures approved in Decisioni=le 36295Thc Decision. Also, the expenditures to

determine whether they were directly associated with the CEOP, whether they were reasonable
given CEOP objectives, and whether they were incremental expenditures that would not have

been made absent the CEOP were examined.

CEOP METHODS, PROCEDURES, CUSTOMER REACH AND UNDERSTANDABILITY

I A highlevel examination-review of the methods and procedures used by APS to communicate with
customers, the customers the communications reached, and the understandability of information was

performed.

Communication Methods, Content and Understandability

APS employed both mass and personalized communications in the CEOP. Mass communications

included traditional advertising on radio newspaper and billboards, and digital advertising through

social media. APS also utilized email, bill notices and inserts recorded messages in the IVR system

website postings and utility newsletters. The CEOP used personalized communications, primarily in the
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I
form of emails and letters sent with information tailored to individual customers based on their rate

plans and energy usage history. These communication methods As&emaleyedtook advantage of most

of the available forms and means of communication and were appropriate given the CEOP's objectives.

The following table summarizes important components of the CEOP communication.

Table 21 - Summary of APS CEOP

DetailsMass or PersonalForm of Communication

APS Newsletters
25 articles in APS newsletters highlighting the Shift Stagger
Save message and providing energy saving information and

information about new service plans.

APS Website

Information on new service plans plan comparison tools a plan
change portal plan transition information page demand / peak
hour usage page savings tips page and a bill changes page

Website also includes videos providing energy savings info.

APS lVR
Mass and

Personalized
Onhold messages describing service plans and an option to
permit customer selection and confirmation of service plans.

MassAPS Bills
19 bill inserts in 2017 and 2018 with energy saving and

educational information.

Personalized
Personalized Direct Mail

Letters

Specialized interest letters addressing the needs of select
customer groups and best rate letters information customers of
the most similar and best savings options plans based on their
usage profiles.

13 million "transactional and "marketing" emails were sent

covering new service plans and energy saving information.

Social Media
Twitter (32000 impressions) and Facebook campaigns (46000
customers readed) provided serviceplan savings information.

Other Mass Media

Welcome Kits Personalized

Radio outdoor billboard, print and digital advertising covering
new semice plans. APS estimates this created 161 million
impressions.

Mailed between February and April 2018 to 958000 customers

who switched or were transitioned by APS to a new service
plan.

lheeemeiwe£4laeGEQpeei=nmunieatiens-was-seviewed The overall message that APS communicated

used-to unify alleemmunieatiensits communications content was "Shift, Stagger Save." Given-tl=aeBased

upon the rate structure changes inratestriic-tureapproved in Qeelsierrne=45295The Decision, and

narticularlv the ¢inpa4=tieula1theelimination of the standard block rate for most large residential users

and the shifting of customers to rates with timeofuse and demand components, this wasmessage was

10
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Com m ented [RP7]: Or in hindsight a more appropriate
message would have been

l

anappropriatesiaessage. However, implieitlythemessagefor some customers. a more appropriate

message weeldhavemereapprepriatelyshould/wou1d have been "shift and stagger your energy usage

or you may experience substantial increases in your electric bill." In addition the third "S" - save -

may have been misleading in the sense that it could have been interpreted to mean that by selecting a

new rate plan, particularly one beginning with the words "Saver Choice," without changing one's

behavior customers could expect to reduce their bills belewwhattheypaidundesin comparison to

those said pursuant to their existing rate plans prior to the rate increase, whichesomethingthat~appears

to have been true only for a limited minority of customers.

The content of the communications eeetea appeared generally reasonable and understandable..The

most important information provided under-tl=ie4§EQP-included personalized information explaining the

new rate plans that were "most like" the customerisj existing rate plans and those which were "most

economical" given the customergis historical usagecj§3.

One notable exception to ser-this general conclusion is:

The statistic communicated to customers that conveyed that the average residential bill would

increase by 4.5%, or about $6 per month, was published in press releases and ina notice sent

mailed to customers andinpress-Feleasesbut failed to prolaerlv contextualize the statement.

. .

Generallv however the CEOP messaging was generallyapprepslateadequate in terms of customer

reach._Specifically..l
APS's notice of intent to increase rates and change its rate design was appropriately published in

newspapers with reach covering the Companys entire service territory.

APS's notice of the change in rates was included on bills sent to all customers.

information on Aps.com, the Company's website, was available to all customers with internet
access.

Bill inserts, bill messages and utility newsletters were made available to all customers in paper

form or online, depending on selections made by customers.

Personalized letters notifying customers of rate plan changes and providing information on the

new rate plans were sent to all customers.

In terms of language accessibility, APS stated that it provides "direct communications [in

Spanish] to the customers who have selected Spanish for their bills bill messages and direct

mailings, and a dedicated phone line."

Limited exceptions in which the mass communication messaging did not rafaelatarget every APS

customer included4he4e ng:l
1 1
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lAlhilep4¢ir4tand4}igita4advertisingvein-threugleeut-Ai=iaena;rgadio ads and billboard ads that

were limited to the Phoenix metro area whict APS statedthisisviewed as "the most cost

effective way to reach the largest amount of customers."' It  should be noted, however that t h e

print and digital advertising was targeted to customers throughout Arizona.
l l

Com m ented [RP8]: Can FN this.eemmuoieations(apprexirisately-386),-£1he following communications were andareprovided

only in English: (1) emails; (2) aps.com transactional pages; (3) aps.com banner ads and popups;

(4) IVR based plan assistance; (5) special interest letters; (6) mass media campaigns; (7)

notifications; (8) [service] rate plan comparison tool; and (9) peak demand calculator."9

APS did not have email addresses for approximately 45% of its residential customers.

Cu s t o m e r  T o o l s

I APS created several tools to assist customers in selecting new rate plans and managingto manage their

power usage. These included:

Rate Comparison Tool - The rate comparison tool is one of the most important components of

t h e CEOP. Prior to the rate plan transition, it enabled ustorner to compare eempafisenofa

eus teme¢is annual costs aiw4eng~ their legacy rate plan aadtp the new rate plans available

newrateplansll=le eempa4= isontooI directly served customers and was also eMployed by

direetlyeand hasbeenused-b»»ApS§ customer service empleyeesto assist-inexplaiaingbglg

explain the various rate plans options-to customers. Qverland-wasunable49gaiadirec aeeess

ae-test-zhe4eel- ;heweveifaemBased Upon theiniesmatieaavailableincustomercomplaint fi les

informationand-seseenshetsseot-infespense-teeueaeeessdataFequest, itappearsto

tool appears to have been generally effective, albeit not without some limitations. Lt

appeal=sThe tool remains available to customers and tl4eeempa¢isen~teeLhas evolved since it

wasfirst introduced in 2016.

Notif ication Alerts - To help manage electric usage and bills customers can sign up to be alerted

when their usage (kwh), demand (kW) or estimated bill amounts reaches designated thresholds.

Only a small percentage of APS customers appear to have subscribed to this senice.'°

Mobile Phone Aon -APS implemented a mobile phone application in mid2016 to assist-lgglp

customers inmanaging&rn.ag3lgg.energy usage and paying bills. APSs¢ates4lweH~as/55 o f Apr il 4

2019 more than 230,000 customers have downloaded the application, and it has been used to

complete 580,000 payment transactions. 11

8 Response to Staff data request 7.6(c).
9 Response to Staff data request 7.6(a).
ID Response to Staff data request 8.1.
11 Response to Staff data request 5.9.
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Commented [RP9]: Moved this up where it makes sense.
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Custom er Com plaints

complaints to the ACC

The following table summarizes the "informal" complaints about APS filed with the ACC

fromthebeginning ef-@2016 through April 19 2019.l
Table 22- "Informal" APSComplaints filed with the Acc

Period ComplaintsDescription

PostFiling, PreRate Increase

Rate Increase (midAugust)

Rate Pian Transition

PostPlan Transition

Days

365

365

120

245

109

" Informal"  APS Complaints Filed with the Arizona Corporation Commission

Annual Rate /

10000 Cust.

3.84

7.32

10.48

8.74

5.21

422

805

379

645

171

2016
2017
2018 through April
2018 May 1Dec 31
2019 through April 19
Source: Arizona Corporation Commission Consumer Services Division

In 2014 and 2015, prior to the submission of theApSs rate filing, the ACC received three informal
complaints annually for every 10,000 A88-A£.s.customers. This inilnli3g.increased slightly in 2016 after

APS filed iiWanuaryits Januarvnotice of its intent to file a rate case;prebablylaeeauseof-newsabeuHhe
. " The complaint rate more than

doubled after the rate increase was implemented in 2017 and it stayeéremained high as customers
transitioned to new rate plans during the First four months of 2018. ltremainedhightiaraughoet

Qjgh»8Q18complaint rate continued throughout 2018 and,whiebincluded thefirst full summer
experienced by customers aiteefollowingboth the rate increase and rate plan transition. Thereafter
during the first four months of 2019 complaints declined in-theMast-fear-nqeothsef-2018;to

approximately half their peak level, but the complaint rate was still 73% higher than it had been before
the rate case was filed. It is expected that the complaint rate will increase again in 2019 as outdoor

temperatures rise and ascustomers continue to receive bills under e_new rates structures.l
Customer Rate Case Complaints

l
An APS database of 2018 "rate case" complaints was reviewed. Detail for a sample of 51 complaints

(approximately 20% of the database) was requested and analyzed;" 38 of the sampled complaints same

were submitted by ke nonsolar customers and 13 we4=efreml;y solar customers. This discussion

concerns nonsolar complaints which constituted 80% of the 257 complaints logged by APS in 2018 in

the "rate case" category. Solar complaints are discussed separately below.

ll APS did not file its actual rate case until June 2016.
13 Response to Staff data request 5.13.
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The following table summarizes our complaint sample by category (what triggered the complaint) and

subcategory (the primary reason or basis for the complaint as stated by the customer).I
Table 23- Non Solar Customer Complaint Sample

NonSolar Customer Complaint Sample
Category/ Subcategory Count

15

15

6
3

7

7

23

38

High Bill
Unhappy with the rate increase / high bills

Total High Bill
Rate Plan Change (Notice or on the cost. bill)

Confused about rate plan choices or unable
to choose among available plans
Unable to select desired rate plan.
Unhappy with high bills under available
plan choices
Wanted to keep existing (legacy) rate plan

Total Rate Plan Change
Total NonSolar Complaint Sample
Response to data request 5.13 APS customer rate case"
complaint details multiple attachments 20% sample.

Effect iveness Metrics Maintained by APS

Information was requested from APS as to whether it maintained any metrics to measure the

effectiveness of the CEOP and, if so, to provide the results. The response stated that "APS identified a

number of metrics to be used as a means of ensuring a positive customer experience in its education,

outreach and transition of customers to new rates.""

Customer Rate Plan Transition Metric

I

I

APS stated that this CEOP metric had a target of "all eligible customers transitioned by 5/1 [2018]." APS

stated the "actual" measurement wasreflected that "1,969 customers (edge and outlier cases) were on

transition rates as of 5/1." Presumably this means that the target was to place all nonsolar customers

on new rate plans by the end of April~2018, and 1,969 customers had yet to be moved as of May 1,

2018.

Customer Complaint Metr ics

APS indicated thatit-hada3§ target of "zero ACC complaints" and stated itsthat actual result; waHl181

it-met this target. lnerder-tUnder its metric. for a complaint to be countedasa-eemplaint-ior-thisl
14 Response to Staff data request 6.7.
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Formatted: No underline

mesrie, the complaint had to be "substantiated." Of the 257 "rate case" complaints logged by APS in

2018,.none were eensideredsubstantiated. ' " For-example744ael=ethar>49rateeaseeemplaints-Frene

. . . . . .

.. . . .

. . . . . . . . . . . . . . . .

l
I

n .

In measuring CEOP effectiveness APS did not take into consideration trends in the total number or rate

of customer complaints-intoeensideratien. As demonstrated by complaint statistics maintained by the
Acc, there was a significant increase in the number and overall rate of "informal" complaints registered
by the Commission during the three years from 2016 through 2018.

Evaluation of CEOP Effectiveness NonSolar Customers

I
Commented [RP101: is this verified?

Qeeisiennef-76395The Decisionapproved higher customer rates and new modernized rate plans. This
is the first time a company in Arizona implemented a rate increase in conjunction with complete

structural overhaul of tariffs, particularly residential tariffs, in the same proceeding. Many of the
complaints that-voiced by customers veieed»we¢elargely concerned features of these new modernized

rate structures in conjunction with the approved rate increase, rather than adlreet+e e4hedireclv
CEOP.;@l5!i complaints ¥iwse4neiuaed.Q_q;[n;is complained of:

l
The modernized Rate Design.

llihenaest-eusteme¢swe¢el11g_¢equi4=edtotransition to a new rate plan required of most

customers. In some cases, customers with onepart "standard" rates were required to move to

time of use rates or even threepart demand rates if they wanted to minimize or avoid bill

is For example. more than 40 rate case complaints from grandfathered solar customers were caused by

the customers not being able to change legacy rate plans. As discussed more fully below, many of these

customers were confused about or unaware of the need to change legacy rate plans at the time they

aoolied for solar. In most cases. they had missed the window of time to learn about and charlee their

rate Dlan. As a result of APS's response to their requests to change legacy rate plans these customers

registered complaints with the ACC. APS listed all of the complaints as "unsubstantiated" because the

deadline had passed when the customers requested to change rate plans. Because the confusion and

unawareness of these customers bearsdirectlv on the question of whether the CEOP accomplished its

communication goals, it does not aonear that the metric "zero substantiated complaints" provides

information about CEOP effectiveness.
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Commented [RP11 ]: Accurate?

increases. Some customers refused to move to rate plans with demand components even when

these rate plans were estimated to be the most economical because they weren't familiar with
and didnt trust the process associated with. laavi~Al>S bitthanareceiving a bill ierwith a
demand component.

Even under the most economical rate plan options available, the new rate plans sometimes

causedggge customer; bills to increase beyond what had occurred with the August 2017

transition rate increaseimplenienteel-inAugust29JJ, creating a perception that APS was

raisMgraised rates twice.

The new rate plans combined with the 2017 rate increases raised electric bills more for some

customers than for others.

In some cases, even customers who made behavioral changes could not prevent bill increases

due to rate plan transition.

l A review of the CEOP #etandreflected that many of the complaints that-submitted by n o n s o l a r

customers ueieeelwereconcerned features of the rate increase and the modernized rate design, rather

than the CEOP and its messaging. Nevertheless CEOP messaging to non-solar customers was deficient

in two respects, as discussed below, and the deficiencies appear to have contributed to customer

dissatisfaction.

Rat e Increase and Rate Plan Messaqinq Deficiencies

The most significant issues with APS's CEOP was the lack of specificity with respect to the rate increase

and the variation of results customers could experience under the new rate plans.

APS advertised the average rate increase to be 4.5% or about $6 a month per customer. Apart

from the sentence "the impact on your bill will depend on your actual energy consumption"

APS did not provide meaningful information about how much more of an increase some

customers might experience under new rate plans especially if they did not change their ener

usage habits. it-/ did not disclose that the 4.5%/S6 amenthestimated monthly bill increase

est+n=»meexcluded anticloatedpotential changes in adjustors" taxes and fees outside of the

rate case.

I

APS's primary CEOP tagline "Shift Stagger andSave" and the names it gave to its new rate

plans, most of which begin with the words "SaverChoice," left customers with the impression
that once they moved to the new rate plans they would at best see reduced bills or at worst
see savings after they "shifted" their energy usage. For example:

ol Some customers did not experience savings because they did not shift their usage and/

or they-were not eneveddefaulted to the "most economical" rate plans. In particular,

customers who were placed on the timeofuse Saver Choice plan or the onepart

Premier Choice plan wereQ§ least likely to "save" as a result of their new rate plan.I
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Many of these customers perceived a second rate increase when they moved from

transition rates to the new rate plans in 2018.

o Depending on individual circumstances, electric bills could increase as a result of the
change in rate plans even when customers selected the most economical rate plan and
shifted their energy usage

When APS implemented the rate increases in midAugust 2017 the Company notified customers
through a bill insert. They also issued a press release intended to provide notice to the public through

the media. In both cases, the information provided concerning the rate increase was limited to
notification of an average of 4.5% rate increase that would increase bills for a typical residential

customer by about $6 pga month. The notable portion of the bill insert dealing with the rate increase
and changes in rate plans isshewabelew=stated:l

On August 15, 2017 the Arizona Corporation Commission (ACC)votedto approve the
settlement agreement in AP$'s general rate case. The decision which took effect on

August 19, 2017 paved the way for investment in a smarter, cleaner energy
infrastructure, more choice and control through new rote options for customers and
continued solar leadership for Arizona. The bill impact for a residential customer using

an average of 1,035 kwh per month is about a $6.16 per month increase, from
$135.54 to $141.70, or 4.5 percent. The impact on your individual bill will depend on
your actual energy consumption.The decision includes new rote options, with reduced

and realigned onpeak hours that create more choices for customers to control their

energy costs. No immediate action is required on your part. We will send additional
communications in the future about how you can choose among the new plans
(emphasis added).zs Com m ented [RP12]: Take out of a quote inset and put

l into regular paragraph.

l
l

It i et-un§_reasonable to expect that most customers weuleiha4e 4e»s&deredconsider themselves to

be about average customers,and for them to expect their bills to increase by about $6 per month.

During the last few months of 2017, with cooler temperatures and lower power usage, most customers
probably either did not notice the August rate increase or noticed only a modest bill increase..However
in 2018 APS began to transition customers from their existing rate plans to new rate plans. Some

customers were placed onto rate plans with different rate structures and customers with a timeofuse
component in their rate were billed based on new peak hours. laorder-teI_o minimize bill impacts
under the new rate plans, it would have been necessary for most customers wouldha=ve4aeededto both

select the most economical rate plan availablepnd change their energy consumption habits. Formatted: F o n t :  I t a l i c  N o  u n d e r l i n e  - i i

l Although APS hadbeenfarenaetingoromoted its "Shift, Stagger and Save" message in various ways, the

rate increase notice sent in August 2017 did little to warn customers of the potential bill impact of

impending rate plan changes, or changes in certain billing categories not directly connected with the

15 Response to Staff data request 8.5 Attachment AP$AR00013.
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approved rate increase (adjustors, taxes and fees). Later, when the "personalized" letters were sent

notifying customers that they would be transitioned to new rate plans the letters also 699%3i8€¢_
to contain any noinformation warning customers that they could experience bill increases of

substantially more than $6 per month. Instead, the letters contained 9r3ly_examples of Q19_a=aailal3le

new rate plansayailalglg which had names suggesting rf8.a.l customers would save money compared with

their existing legacy rate plan (i.e., "Saver Choice," "Saver Choice Plus" and "Saver Choice Max").

I

After the transition period somgcustomers placed onto rate plans with titles that began with "Saver

Choice," who later experienced what they viewed as a second rate increase semetimesbecame

dissatisfied and felt that APS had been less than transparent about-§p_.Q§..communicatignsng about what

was going to happen under the modernized rates. In terms of dissatisfaction it did not matter whether

higher bills were due to changes in rate structure or to the customers failure to shift or reduce energy
usage. Evidence fer- this inbeis demonstrated by seenin-tleecustomer comments f+emirLtl=+enon-

solar "rate case" complaints, as summarized in the table below.

Table 24-SelectedCustomer Rate Case Comments

ACC Complaint APS Complaint

Sel ected  Custom er Rate  Case Com m ents In fo rm al  Acc Com pl a i n ts Fi l ed  i n  2018

Data Response Complaint

Attachment

APSAR0O410180111065 2018147711

180214058 2018148263 ApsAR00417

AP$AR(X)422180228 120 2018448451

APSAR00436180507021 2018150227

180618050 2018 . 151575 ASPAR00444

180828118 2018 153800 ASPARW450

Date Customer Comment

I understand that APS needs to make a profit. But whenAps public affairs

1/11/2018 reports that the average customer wont see more than a small increase

and using their rate comparison tool I see lll be paying on average $75 /

month more I am outraged.

How is it that my rate can increase twice in one year?I have noticed an

2/14/2018 increase from last year to this year... And now I receive a notice that Im

being taken off of my current plan and being switched to a new one that

will increase my costs yet again.

Substantial rate increase was approved based on false estimates that

2/28/2018 average bills would increase on average of $6 permonthper customer. In

addition new rate plans are being forced upon customers that will further

Increase customercost even though consumption list decreased.

The increase was advertised as $5 $6 and stated by APS agents may be

less because you only have 5 hours of... peak power. In my case I. . . see

5/7/5018 a radically different increase... lMlv normalized rate increase is actually

11.5% ...for the same amount of kwh... I have estimated out the new

rate plans will at least cost $586 more this year."

Icould not undersand the rate plans so I called them they informed me to

take the SaverChoice plan. Idid and so my next bill was $732. I asked

6/18/2018 them why Is itso high? I called them ... and found out I should have took

SaverChoice Max they said my bill would have been $456.... Keep in

mind every north this goes on lm paying 30to 40% more than lm

supposed to be... [N]o way is this a 4.5% rate increase.

not only did APS raise theirrates far more that] what was approved.

8/28/2018 They purposely simultaneously donged thelrbilling structure soft we

more difficult to calculate the increase.

Source: Response to Staff data request 5.13
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Evaluation of CEOP Effectiveness - Solar Customers

I

At the end of 2018, APS had approximately 75000 residential customers with solar panels
interconnected with the Companys distribution system, representing approximately 7% of the

residential customer base. DeeisieeNea-7é295The Decision required that distributed generation (DG)
customers who filed an interconnection application before the rate effective date would be
"grandfathered" for net metering. The specific settlement agreement language states as follows:

As contemplated in Decision No. 75859 grandfathered DG customers will continue to
take service under full retail rate net metering and will continue to take service on their

current tariff schedule for the length of the grandfathering period.

lt was also established that residential customers who submitted applications to install solar would be

eligible for retail net metering under grandfathering provisions as long as they submitted an application

by the end of August 2017 and their system was approved by APS for installation by the end of February,

2018. This created a surge in customer solar applications as the August deadline approached and led to

confusion about installation plan requirements. The surge in demand and attendant confusion made it

difficult for some applicants to get installation plans approved by APS, and so the installation approval

deadline was eventually extended to the end of May 2018.

solar Customer Outreach and Communication

APSs CEOP included communications with both solar customers and installers. Outreach included

personalized letters to solar customers. The following are the important areas in which the CEOP did

not adequately inform solar customers and applicants:

Nonsolar customers were permitted to apply for solar until August 31, 2017 and receive
grandfathered net metering. lt was important for these future solar customers to understand
the benefit they would derive from net metering was dependent on the type of legacy rate plan

they had, and that they had until August 31 not just to apply for solar, but also to change their
legacy rate plan.

I
APS had a rate comparison tool which assisted customers in picking one of the hew rate plans

approved in Qecisienwo-76295The Decision. However the tool did not provide any

communication to explain the interplay between legacy rate plans and solar het metering.

Personalized letters and other communications with existing solar customers also failed to

explain the interplay between net metering and their legacy rate plans, or that they had until
August 31 to change their rate plans.

Mr M§tgiu§L@;/L QMQQMQY Rates
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Existing solar customers and customers who submitted an application to APS by August 31, 2017 were

"grandfathered" into net metering. This meant they were also "grandfathered" into the legacy energy
rates governing what they consumed from APS meaning they were the only customers allowed to keep

these rates after the new rate plans discussed above went into effect.

In most cases solar applicants who found they were on a legacy rate plan with a demand component

may have found it beneficial to change their rate plan to one without a demand component. APS
permitted this but only until August 31 2017 the deadline for new solar applicants to qualify for net
metering. After this point in time, if an existing or future solar customer found themselves on a rate

plan with a demand component, or if they were on a twopart rate, they were limited to the rate plan
they were on unless they wanted to forfeit grandfathered net metering.

Customers on legacy rate plans that included demand components (tariffs ECT1 R and ECT2) would

probably have found it advantageous to switch to either the available timeof-use rate (ET2) or the

"standard" onepart block rate (E12) and in some cases customers on ET2 might also have found it

advantageous to switch to E12. However these changes were not always made in time.

APSs messaging did not inform existing customers or new applicants of either the August 31 2017

deadline for changing legacy rates or the potential advantages of doing so. Other APS messaging, in

particular, the messages sent in personalized letters and posted on the APS.com rate comparison tool

page, served to create confusion among current and future solar customers prior to the August 31, 2017

deadline. As made evident by some solar complaints, existing and future customers were sometimes

unaware before it was too late of the potential advantages of various legacy rate plans under net

metering, in part because they believed that nothing was required of them to take full advantage of the

net metering rules. Messages such as the following reinforced this belief:

"No action is required on your part. As a grandfathered solar customer, you will not be

required to move to one of the new rate plans recently approved by the ACC" (Letter sent

to existing solar customers in August 2017) (emphasis in the original).'7

Attention Solar Customers: Please note that Grandfather (sic) Solar Customers and those

Solar Customers who are in the queue awaiting interconnection are NOT required to select a

new rate plan" (emphasis in original) (APS Rate Comparison Tool on the Apscom website).'*'

This confusion became evident when reviewing complaints by solar customers, most of whom

complained when they found out they could not change legacy rate plans after August 31 2017 and had

been unaware of the need to do so prior to the deadline. In some cases, as customers submitted solar

applications on or near the August 31 2017 deadline the time available to consider and request a

legacy rate plan change was short. The solar application and the rate change request would have had to

172018 Pinnacle West Form 10K pp. 18 and 121 and Response to Discovery Staff 2.38 (APSAROOZ94 p. 1 of 35).
18 2018 Pinnacle West Form 10K pp. 18 and 121 and Response to Discovery Staff 2.38 (APSAR00294 p. 1 of 35).
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have been submitted on the same day (August 31, 2017). To the extent solar customers and applicants

had sufficient time to consider a rate plan change, APS's rate comparison tool did not incorporate legacy

rate plans or retail net metering.

Solar Customer Complain is

Of the 257 "rate case" complaints APS logged in 2018 46 (18%) were classified as solar complaints an

amount that was disproportionately high compared with APSs solar customers who accounted for less

than 8% of the residential customer base at the end of 2018. Our sample of 51 complaints included 13 of

these, which were analyzed in detail.
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Solar Complaints for WhichAPSDeniedRequested Leqacy Rate Changes

Most of the solar complaints in our sample resulted from customers who became aware in 2018 that

they were not on the legacy energy rate they desired, but when they inquired were told by APS that
they were past the deadline and could not change their rate unless they wanted to forfeit net metering.

lt is clear from the complaints that some solar customers were uninformed and unaware of the need to

make changes in legacy rate plans at the time they applied for solar installations. Proper messaging

from APS concerning changes in legacy rate plans targeted primarily to solar applicants but also to their

installers, would have prevented some of these complaints.

Our sample contained two complaints for which APS granted the solar customer a change in legacy rates
after the August 2017 deadline. These are noteworthy because they indicate a possibility that other

solar customers who are not in the database because they had their rate plan requests granted after the
deadline were treated differently than the customers that appear in the complaint database. lt begs the
question as to whether APS treated its solar customers consistently with respect to postdeadline

requests for rate plan changes.

Evaluation of CEOP Effectiveness - Adjustor Mechanisms

Based upon the complaints reviewed Inhere-wcustomers expressed as-signi£ieant~confusion regarding

the adjustor mechanisms 89442it+els45995*\i£>4€>~2*4€l4*°e=\€*€e@ativ<2 to the average rnonthlv bill

increase 014.54% /$6ameH%hbill-ineFea5e monthly average bill increase was derived by taking

the approved 15.90% overall increase in base rates less the adjustor transfer of 11.36%.

368951 he Deg3g1 approved $267,953,000 of costs that were previously recovered through adjustor

mechanisms to be transferred into base rates. The increase in base rate revenue caused by this transfer

was offset by the decrease in adjustor mechanism revenue. Therefore, it was revenue neutral.

However, due to the timing of the annual updates of some of the adjustor mechanisms the transfer was

very confusing. For example there is a oneyear lag for the LFCR update. This update, and some

others are outside the rate case process and therefore were not considered in the rate case During

2018 APS had the following adjustor mechanisms which are described below:

•

.

.

.

.

.

•

Power Supply Adjustor (PSA),

Transmission Cost Adjustor (TcA),

Lost Fixed Cost Recovery Mechanism (LFCR)

Environmental Improvement Surcharge (ElS),

DemandSide Management Adjustment Charge (DSMAC),

Renewable Energy Adjustment Charge (REAC), and

Tax Expense Adjustment Mechanism (TEAM).
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PowerSupply Adjustor (PSA)

The PSA mechanism is designed to recover fuel and purchased power costs and other production

related variable costs to the extent those costs deviate from the Company's PSA cost included in base
rates. The PSA typically adjusts annually at the beginning of February. In 2017 it also was adjusted in
the interim when the most recent rate case was decided.

Transmission CostAdjustor (TCA)

With the introduction of a formula ratesetting methodology at the Federal Energy Regulatory

Commission (FERC) in 2008 to more accurately reflect and recover certain costs that APS incurs in
providing transmission services an adjustor was established to permit the recovery of charges for

transmission costs associated with serving the Company's retail customers through an automatic
adjustment mechanism. However, the Commission retains the right to suspend such changes as it sees
fit." The formula rate is updated annually on June 1.

Lost Fixed Cost Recoverv Mechanism ILFCR)

The LFCR is designed to recover fixed costs of providing services (e.g., power poles, wires, other delivery

infrastructure) that would otherwise have been collected but for mandated energy efficiency and
distributed generation requirements which effectively reduce customer energy consumption.

Environmental ImprovementSurcharge(ElS)

I
The ElS provides for the recovery of the capital carrying costs of actual environmental investments made
by APS not already recovered in base rates (as approved in Qeeisien-nel€»295Tl1e Decision) or through

another Commissionapproved adjustment.

Demand-Side A/ibnaqement Adjustment Charqe (DSMAC)

TheDSMAC provides for the recovery of demandside management (DSM) program costs and energy
efficiency performance incentives. DSM program costs are limited to those programs approved by the

Commission in the annual Energy Efficiency Implementation Plan (a.k.a. the Demand Side Management
Implementation Plan).'° On residential customer bills, the DSMAC is combined with the Renewable
Energy Adjustment Charge and presented as the "Environmental Benefits Surcharge".21

Renewable Enerqy Adjustment Chnrue IREACI

19 2018 Pinnacle West Form 10K, pp. 18 and 121 and Response to Discover Staff 2.38 (APSARO0294, p. 1 of 35).
20 Response to Discovery Staff 5.5.
21Response to Discovery Staff 2.38 (APSAR00297 p. 3 of 3).
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The REAC recovers the cost of renewable energy programs included in the Companys annual Renewable

Energy Standard Implementation Plan and approved by the Commission that are not otherwise

recovered in base rates or other adjustor mechanisms. As noted previously it is combined with the

DSMAC on residential customer bills and presented as the "Environmental Benefits Surcharge".'2

Ic1>t§x<2§n$e Adiusfn]g{1lm@l1qpism (TEAM)

l The TEAM was approved in the August 18, 2017 decision by the Commission (DeeisienNe75395

Decision) to enable the pass through of material income tax effects resulting from potential federal

income tax reform legislation to customers. Later that year, the Tax Cuts and Job Act was enacted and

as a result, the corporate tax rate was reduced from 35% to 21% effective on January 1, 2018.23

Four Corners Rate RidernIid.fbe System Benefits Adjustment

The recovery of costs for two adjustor mechanisms, the Four Corners Rate Rider and the System

Benefits Adjustment were transferred to base rates and separate tracking of applicable costs was

ended.

CEOP EXPENDITURES

I The CEOP expenditures authorized in QeeisienNe76295The Decision were examined the expenditures

to determine whether they were:

e Directly associated with the CEOP,

• Reasonable in nature given the objectives of the CEOP,

• Incremental to implementation of the CEOP (as opposed to expenditures that would have been

made absent the CEOP).

CEOP Expenditure Projects and Cost Categories

APS provided details of the expenditures under the $5 million CEOP authorization and the following list

of projects and expenditures that had been made through February 2019.

zz Response to Discovery Staff 2.38 IAPSAR00298 p. z of 2 and APSAR00297 p. 3 of 3).
23 Response to Discovery Staff 2.38 (APSAR00299 p. 1 of 15) and 2018 Pinnacle West Form 10K p. 58.
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Table 25- APS CEOPExpenditures

Project #

Project Title APS CEOp Ex pendi tures

September 2017 through February 2019

Amount

Expended

DSM2187 Rate Analysis

DSM2188

DSM2189

System Integration &Testing

Materials & Printing

NonResidential EducationDSM2190

DSM2197 Customer Tools

Mass MediaDSM2198

DSM2189 Outside Services / Agencies

DSM2190 Roadshows

Project Description

Analysis of rates for personalized communication

$1165080 with APS residential customers including the rate

comparison tool

$298073 IT and technical implementation costs

51 198 266 Print and mail personalized communications to

residential customers paid to outside printers.

$9 335 Communications about rate changes to non

residential customers including a rate workshop.

Sweepstakes program costs including the costs of

$1364966 10200 smart thermostats and 2500 smart plugs

given to residential customers.

Customer communication through radio outdoor

$757637 billboards community print ads and social media

digital and interactive ads throu hour APS territory.

Marketing agency fees support for conducting

$52 465 customer focus groups on service plan features

naming conventions and service plan options and

Spanish lan rage consulting services.

Travel costs associated with rate review community
$2012 open hours hosted throughout Aizona to provide

information and answer customer questions.
$4847834Total CEOP Projects

Source: Response to Staff Data Request 2.62

APS also provided information about the nature of the costs underlying its CEOP expenditures.

Table 26- APS CEOP Expenditures byCost Type

APS CEOP Expenditures by Cost  Type

Am ount

$4279,777

$94,137

$473921

$4,847,835

Type of Cost

Outside Vendor Materials and Services

APS Employee Payroll and Overheads

Internal Cost Allocations or Transfers

Total CEOP Expenditures by Cost Type

Source: Response to Staff Data Request 2.62

Review of CEOP Payments for Outside Mater ials and Services

Through February 2019 39 vendors have provided materials and services categorized as authorized

CEOP expenditures by APS. The three largest vendors, in terms of total payments accounted for 62% of

total CEOP expenditures on outside materials and services, and 54% of total CEOP expenditures.

26

ACC000508



Table 27- APS Vendors Accounting for Significant CEOP Outside Materials and Services Expenditures

$877500

$1025,294

$735,084

$2,637,878

$4279777

62%

APS Vendors Accounting for Significant CEOPOuts ide

Materialsand Services Expenditures
Company Project

Gridx Inc. Rate Analysis

LUX Products Corp. Customer Tools

Lavidge Co. Mass Media

Total These Vendors
Total Outside Provider Expenditures

Pct. These Vendors

Source: Response to Staff Data Request 5.14

In each case, the expenditures made for services and materials related directly to customer education

and outreach activities.

Services Provided by Gridx Inc.

I

APS stated that the services provided by Gridx were related to customerspecific rate analyses used in

the personalized communications APS employed as part of its customer education effort. Specifically

GridX developed application programming interfaces (APls) to provide results of APS's analysis of the

costs that individual customers would incur under the new rate plans and rates authorized by the

Decision4\lo 7629§The Decision. The Company further stated that GridX services directly supporting the

CEOP effort and rate tolls were provided from 2017 through May 2019.

The expenses for GridX were associated with work to develop and improve the APS rate plan / rate

comparison tool. As such, the expenses were properly classified by APS as CEOP expenditures and

directly contributed to the production of the APS rate analysis tool that was a primary component of the

CEOP.

In/Qteuielf Provided by Lux Products Corn

APSs purchase order supports $728000 of the approximately $1025000 in payments to Lux and lists

the following items:

.

.

4,000 Lux GEOWH03 @ $90 each : $360,000

4000 Lux GEOWH03 @ $92 each = $368000
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APS provided a change notice which supported an additional $203,000 for an additional 2,250

thermostats. APS stated the remaining $94000 was sales taxes associated with the purchase of all of

the thermostats ."

Services provided by Lavldqe Co

APS utilized Lavidge Co. to assist with customer communication through digital and media services. APS

described the expenses associated with Lavidge as "customer communication through radio outdoor

billboards, community print ads, and social media digital and interactive ads throughout APSs service

territory."25 The total expenditures of $735000 were appropriate.

Review o f  "Employee Salaries and Related Ov erheads" Charged to CEOP Project Orders

A total of $94,137 (2%) of the costs charged to CEOP project orders consisted of "payroll" and related

payroll taxes." APS stated that "[m]ost of the labor expenses associated with outreach, education, and

transition of all customers were absorbed in the APS business units and not charged to the SSM

allocation." This procedure is appropriate given that internal APS labor costs apart from employees

hired for the purpose of working directly on CEOP efforts, would not have been incremental to the

CEOP; as such the costs should be recoverable by APS through base rates rather than through special

funding such as the CEOP authorization. APS further stated that the $94,137 in labor expense charged

to CEOP project orders was associated with contractor resources needed to supplement APS staff during

"stabilization.""

In response to a followup data request APS stated that while the payroll expenses charged included

time associated with 12 employees. How much of the $94000 in payroll is incremental contractor

expense and how much is nonincremental employee payroll is unclear, however, as noted above, total

payroll constitutes only about 2% of total CEOP expenses, APSs response to our data request

concerning payroll charged to CEOP projects stated as follows:

Over 200 AP5 employees and contractors worked on the customer

outreach, education and transition project. Of these 200 employees,

1 2 APS employees did charge their time to the $5A4 authorization

for incremental work directly tied to the outreach education and

transition of customers. Eleven of the 12 employees work in /T and

the remaining employee works in Customer Service. As stated in

APS's Response to Staff 2.63, APS spent approximately $3M for

technology enhancements not charged to the $5M authorization.

This additional $3M included incremental system upgrades and

24 Response to Staff data request 6.18 and Attachment APSAROOS43 (Change Notice for additional thermostats).
25 Response to Staff data request 5.14.
2s Response to Staff data request 2.62 Attachment APSAR00344.
21 Response to Staff data request 2.62.
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contractor labor. 2s

Rev iew of " Internal Cost Allocations or Transfers" Charged to CEOP Project Orders

APS charged a total of $473921 described as "internal cost allocations or transfers" to CEOP project

orders.2° Nearly all of this, $471,682, consisted of "materials and supplies" described as "printing and

mailing costs for personalized communications to residential customers using APS's print shop... "BO To

the extent the print shop expenses were incremental to the CEOP activities and would not have

otherwise been incurred, it was appropriate to apply the costs to CEOP project orders.

APSs worksheet reflected approximately 200 individual amounts chargedto "DSM2189 - Materials and

Printing" and totaling approximately $465,000. The associated line descriptions primarily reflected
direct mail associated with customer rate migration." Based on this information the amounts that

represented incremental costs associated with the CEOP are satisfactory.

FINDINGS

CEOP Methods, Procedures and  Custom er Reach

15=13. The majority of the information communicated to customers in APS's CEOP was

reasonable and understandable. Some of the most important information was conveyed in

personalized letters describing new rate plans, including the rate plans "most like" customers'

existing rate plans and the rate plans likely to be "most economical" given customers' recent

historical usage.

L7-.14. The scope of the CEOP was adequate to reach APS's entire residential customer base.

The most important information concerning rates and rate plan changes was communicated

through bill inserts or direct mail (e.g. personalized letters describing new rate plans) mailed or

emailed to all customers APS provided direct communications in Spanish for customers who

selected Spanish as their language for billing. Limited exceptions to complete customer reach

for all CEOP messaging included:

APS did not have email addresses for approximately 45% of its residential customer base.

Radio and billboard advertising related to the CEOP was confined to the Phoenix metro area.

815 . As part of the CEOP APS created several tools to assist customers in selecting new rate

plans and managing their electricity usage. The most important of these was a rate comparison

tool on the APS website which enabled customers to compare projected annual costs under

as Response to Staff data request 6.19
29 Response to Staff data request 2.62 Attachment APSAR00344.
30 Response to Staff data request 2.62.
31 Response to Staff data request 7.4 Attachment AP$AR005S1.
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their existing legacy rate plans and among available new rate plans. lt remains available to

assist customers in selecting among available rate plans. Customer dissatisfaction caused by

higher bills and the new modernized rate plans may have been worse had the rate comparison

tool not been available.

19116. Due to the timing of the annual updates of some of the adjustor mechanisms, the

transfer was confusing to at least some customers and the impact of the transfer was not

properly communicated by APS.

CEOP Effectiveness - NonSolar Customers

89117. An analysis of a sample of 2018 customer complaints classified by APS as "rate case"

related shows the following:

Some customers believed that the 4.5% / $6 per month average rate increase advertised by

APS in 2017 significantly understated the actual increase and amounted to misinformation.

Some customers believed that the rate plan transition that occurred in spring 2018, which

followed the rate increase under legacy rate plans in 2017, amounted to a second increase

in their utility rates.

Some customers seemed to be more upset with being moved to new sometimes differently

structured rate plans and rate plans with different peak hours than they were with the

2017 rate increase.

Some customers who moved to new rate plans experienced or perceived that the rate plans

caused significant increases in their bills.

Some customers were unhappy with being placed on rate plans with a demand component.

2-1:18 The information provided by APS in its rate increase notices and personalized letters

failed to convey certain important details, including the following:

The "average customer" rate increase percentage and bill impact (4.5% increase, $6 per

month) disclosed in customer notices and press releases failed to adequately convey that

the impact of the modernized rate design on individual customers could vary widely and

over time, depending on customerspecific circumstances and changes in other customer

bill components such as adjustors taxes and fees that were not included in the average

percentage or bill increase disclosed in the notice.

The rate plan transition letters mailed in the first few months of 2018 failed to adequately

convey that customers could experience additional increases in their bill (in addition to

those that occurred with the transition rates were increased in 2017) depending on

customer-specific circumstances, which included the specific rate plans customers were on

before and after the transition and the customer's willingness and ability to make changes in
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energy usage under the new rate plans, such as shifting usage to accommodate new on-

peak hours and demand charges.

CEOP Effect iveness - Solar  Custom ers

419. APS's CEOP messaging did not inform solar customers or applicants of the August 31,

2017 deadline for changing their legacy rate plans or the potential advantages of doing so.

2-3 v20. Solar customer complaints show that existing customers and applicants were sometimes

unaware of the potential advantages and disadvantages of different legacy rate plans under net
metering because they believed that nothing was required of them to take full advantage of the

net metering rules.

2421. APS's rate comparison tool did not incorporate legacy rate plans or retail net metering,
which had it been available before the August 31 2017 deadline, would have permitted solar
customers to assess the benefits of different rate plans under net metering.

25=22 Although August 31 2017 was the stated deadline for solar customers and applicants to

change their legacy rate plan, there are examples in which APS made exceptions, allowing

customers to change rate plans after the deadline.

C€OP Expenditures

15=23. APS charged $4.85 million to CEOP project orders (against its SS million expense

authorization) between September 2017 and February 2019. Of this, $4.28 million (88%) was for

outside (vendor) materials and services $474000 (10%) was primarily internallyincurred print

shop costs and $94,000 (2%) was payroll associated with contract and full time APS employees

who charged time to CEOP projects.

424 . Overall, CEOP expenses incurred between September 2017 and February 2019 appear

to have been reasonable, directly related to CEOP activities, and incremental to the CEOP effort.

425. The expenses associated with the three largest CEOP vendors accounting for 62% of

total CEOP vendor costs, and found that all three vendors provided services directly applicable

to CEOP efforts. Evidence indicates that the costs were properly incurred and were incremental

to the CEOP. These services and expenses were found to be appropriate.

29=26. Payroll expenses charged to CEOP project orders account for only $94,000 (2%) of the

total amount charged against the $5 million authorization through February 2019. This amount

is immaterial relative to the SS million authorization.

3Q=27. Internal cost allocations and transfers charged to CEOP which were found to be

appropriate.

3 1

ACC000513



RECOMMENDATIONS

1.I Formatted: Numbered + Level: 1 + Numbering Style:
1. 2 3. + Stan at: 1 + Alignment: Left + Aligned at:

0.25" + indent at: 0.5 Tab stops: Not at 0.5

It is reasonable to have APS fund and implement a Customer Outreach and Education Program

that will be developed and administered by Commission Staff. Therefore, it is recommended

that Staff select and hire an independent consultant which is to be funded by APS to develop a

program to properly and adequately educate customers on all aspects of APS's rate plans.

2.I Formatted: Numbered + Level: 1 + Numbering Style:
1 2 3 + Start at: 1 + Alignment: Left + Aligned at:

0.25" + Indent at: 0.S Tab stops: not at 0.5

lt is in the public interest for APS to provide customers with proforma billing information on how*

much they would pay given their actual usage during each if the customer was on his/her most

economical plan.

4I 3. In future rate cases, APS should thoroughly explain and quantify the impact of adjustor

mechanisms on rates.

Formatted: Numbered + Level: 1 + Numbering Style:
1 2 3 + Start at: 1 + Alignment: Left + Aligned at:

0.25" + Indent at: 0.5 Tab stops: Not at 0.5

I Formatted: Numbered 4 Level: 1 + Numbering Style:
1 2 3 + Stan at: 1 + Alignment: Left + Aligned at:
0.25" + Indent at 0.5 Tab stops: Not at 0.5

4. It is reasonable for Staff to form a stakeholders group to collaborate on better ways to

communicate the impact changes and adjustor mechanisms on residential customers and to

make suggestions for more effective ways to educate customers on rate plans and ways to cut

back on energy usage.

5.I Formatted: Numbered + Level: 1 + Numbering Style:
1 2 3 + Start at: 1 + Alignment: Left + Aligned at:

0.2S" + indent at: 0.5 Tab stops: Not at 0.S

It is reasonable for APS to allow an additional opportunity for customers to switch rate plans for
at least a fourmonth enrollment period. At any time during this enrollment period, customers

will be allowed to select a different rate plan.

I Formatted: Numbered + Level:1 + Numbering Style:
1 2 3 + Stan at: 1 + Alignment Left + Aligned at:
0.25" + Indent at. 0.5, Tab stops: Not at 0.5"

6. APS should identify ratepayers whose bills have increased by more than 9 percent under the

new rate plans based on 2015 Test Year determinants and those ratepayers who are not on

their most economical plan, and shall provide the most impacted ratepayers with targeted

educational materials that explain: (1) the various rate plans; (2) the customer's various

options (3) comparative usage data for their current plan and their most economical plan (4)

the opportunity to switch plans.

47.I lt is reasonable for APS to prepare and Staff to use a "binanalysis" to provide more meaningful

notice of estimated bill impacts to customers.

Formatted: Numbered 4 Level: 1 + Numbering Style:
1 2 3 + Stan at: 1 + Alignment: Left + Aligned at:

0.25" + Indent at: 0.5, Tab stops: Not at 0.5

I Formatted: Numbered + Level: 1 + Numbering Style:
1 2 3 + Start at: 1 + Alignment: Left + Aligned at:

0.25 + Indent at: 0.5 Tab stops: Not at 0.5

8. APS should provide grandfathered, net metered solar customers with legacy demand rates (ECT

1R EPR and ECT2 EPR) an additional opportunity to switch to a rate that enables them to fully

benefit from net metering (E12 FT1 or ET2). APS should provide notice to these customers

to ensure they are made aware of the opportunity to switch to a more advantageous legacy rate

plan. In addition APS should provide educational materials informing these customers about

the advantages and disadvantages of each legacy rate plan that can be paired with solar net

metering. The window of opportunity to switch rate plans should remain open for a reasonable
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time (e.g., the remainder of 2019) to ensure that all remaining demand rate solar customers

have either transition to another legacy rate plan or positively confirmed for APS that they wish
to remain on their existing demand rate.
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-312; BILLING DETERMINANTS AND RATE DESIGN

OVERVIEW

I The billing determinants used by APS in the Proof of Revenue from £9e<eis4@+t4>Je=7€295The Decision in its

2015 rate case were reviewed and compared the Companys assumptions from 2015 to the actual

customer billing determinants used in 2018. A summary of projected 2015 and actual 2018

determinants for rate class groupings is shown below."

Table 31 .. Bllllng Determinants Summary

Average

Customers

2015 Adjusted Test Year

Average Adjusted Base Revenue

Customers MW h ($000)

2018 Actual

Adjusted Base Rove nue

M W h (5000)Rate class

Residential

Basic Rate Plans

TimeofUse Energy Plans

TimeofUse Demand Plans

Solar Rate Plans

Subtotal Residential 3583261

5221299

3850894

456767
13112221

14103822

514215

27730258

398475

620647
674708

29154

1722984

1463595

64900

3251,479

456301

372869

192225
79421

1100816

131887

274s

1,235449

494809
711080
457730
66569

1730188

1475736

65213

3271137

2895587

4523363

5759371

238216
13416537

14089945

509135

28015617

420207
329997

263930
32856

1046990

General Service 127882

Other* 2460

Totals 1177332

* lighting and Irrigation rate schedules

I
Overall, 2018 base revenue was materially consistent with APS's test year projections, as revised to

adopt the approved rates in Qeeisieal)le46295The Decision. However there were significant variations

within the residential rate classes that are further discussed in the following sections.

Table 32 - Average Customers

Residential by Rate Type
Basic Rate Plans

Time of Use Energy

Time of Use Demand

Subtotal Non solar

%
9%
13%

(27%)
1%

Difference

36094
42,872

(71705)

7, 261

Average Customers

Actual Projected

2018 2015

456301 420207

372,869 329, 997

192,225 263,930

1,021395 1,014,134

Solar Rate Plans 79421 32 856 46565

Total
142%

5%538261,100,816 1046,990

31 Response to Discovery Staff 4.5 (APSAR00370).
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Because the Company transitioned customers to new rate plans in May 2018 the analysis above groups

customer counts in the legacy and new rate plans by the rate plan characteristics (i.e. twopart or three
part rate) The data shows that more customers were on basic rate plans than expected and

significantly fewer customers chose to move to demand rates. Participation in solar rates more than
doubled from 2Q1S due to the accelerated adoption of rooftop solar installations.

Analysis of rate plan enrollment data as of December 31, 2018 provided additional insight into customer
distribution relative to expectations from the 2015 rate case:33

Table 33 Customersby Rate Class

Difference

TOUD

14283
l 13,058)

17065
55132

(50,443)
12426

Rate Class

RXS
Basic Rates RBASIC

RBASIC L
RTOUE
R2
R3
RTECH
E12 EPR
ET1 EPR

Solar Rates ET2 EPR

ECT1R EPR

ECT2 EPR

%
6%

(9%)
73%
17%

(44%)
8%

(98%)
144%
60%
142%
58%
232%

(950)
17348
3340

19,896
202

2048

Customers by RateClass
Actual at Projected

12/31/2018 2015
271629 257346
126,049 139,107

40,482 23,417
385267 330,135
64,673 115,116

160,471 148045
18 968

29,367 12,019
8924 5584

33,915 14,019
553 351

2,931 883

The higher number of customers on basic rates is evidenced in the RXS and RBASIC L rate classes.
While the larger customer count in the smallest rate plan (RXS) is comparable to the overall growth in

APS's customer base, the variance in the RBASIC L rate class suggests that customers did not migrate
from basic to timeofuse rates based on the numbers the Company anticipated. More customers than
expected on the demand rate class group migrated to the R3 rate which has higher demand charges

and lower perkwh energy charges than the R2 rate. However, there are substantially fewer customers
in the R2 rate class than estimated.

Furthermore, the increase in solar customers between 2015 and 2018 may partly explain the lower than
expected numbers in other rate classes. APS did not make any projections in the 2015 rate case for

conversions to solar rates; hence, the 2015 figures represent the actual count of solar customers during
that test year. These customers migrating to solar from other rate plans had a material impact on the

variances in the Company's forecast.

as APSRate Migration Report - 123118 and Response to Discovery Staff 4.5 [APSAROD370).
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During the transition, customers could elect to move to a qualifying rate plan. APS moved these

customers onto rate plans most similar to their existing rate plan. According to the Company, 669831

customers were defaulted to a "most like" rate plan as of May 18 2018. However for approximately

56% of those customers, the "most like" rate plan was not the most economical based on their prior

twelvemonth consumption data."

CONSUMPTION ANALYSlS

MWh Sold

44099080

z s n w n m

mucunun

15uaq nn0

uznnonm

so-mm

2 alazos 2016 2017

. l u

Despite a 5% increase in the APS customer base

electricity consumption, as measured in

megawatthours (MWh) sold was relatively flat

in the 20152018 time period." In its 2018

annual SEC filing, the Company noted,

"[i]mproving economic conditions and customer

growth were offset by energy savings driven by

customer conservation energy efficiency and

distributed renewable generation initiatives."3'

Residential customers consistently accounted

for 47% of total sales throughout the period.

Electricity sales to residential customers in 2018 generally matched APS's 2015 projections in total, but

showed some variability among rate types, as shown below."

Ta b l e 3 4  a n d  3 5 MWh Sold by Ra t e  T yp e  a n d Annual k w h per Customer

Resldentldb RawI .Resldenl lal b Rate

Basic Rate Plans

T ime of Use Energy

T ime of Use Demand

Subtotal  Non solar

Basic Rate Plans

T ime of Use Energy

T lme of Use Demand

Subtotal  NOn solar

Annual k w h

Actual

e 2018

7.853

14003

20033

12390

Rate TV e
Projected

zoos

2895.587

4523363

5759371

13178321

MWh Sold b
l o u d

m s

3583261

52z1299

3850894

12655454

as

w s

1 5 %

3 3 %

14%)

or Customer

Prolened

2015 Dlffnnance as

6 891 962 14%

13707 296 2%

21s22 11.789 8%

12995 (sos) (see)

Di fference

687674

68z936

I 190s47n
(522867)

Solar Rate Plans

Total

Solar Rate Plans

Total

5751
1L9!1

456767

13 112221

7250

12814

(1499)

(9 3 )

92%

(2%)

215 S51

(304316)

8 8 2 1 6

13416537

(21%)

(7%)

The trends are similar to those discussed in the customer analysis above. Relative to the 2015

estimates higher consumption by customers in basic rate plans was offset by lower consumption by

customers on demand rate plans. Solar consumption increased commensurate with the large growth in

customer base but was lower on a percustomer basis. The customers who switched to solar during the

20152018 timeframe used considerably less energy than those who had solar rates during the 2015 test

year.

34 Response to Discovery, Staff 9.1.
ss Based on Response to Discovery Staff 4.5 [APSAR00370) and APS FERC Form 1 Reports.
as Pinnacle West Form 10K for the year ended December 31 2018 p.63.
37Basedon Response to Discovery Staff 4.5 (APSAR00370).
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REVENUE ANALYSIS

Base Revenues

Overall, APS's 2018 base revenues from retail electric sales were consistent with the 2015 forecast, with
total base revenues of $3.27 billion approximately 1% higher than the projected amount of $3.25 billion.
The variations for rate types in residential segment are summarized on the following table"

Table 36 . BaseRevenues

Residential by Rate Type

Basic Rate Plans

Time of Use .. Energy

Time of Use Demand

Subtotal .. Non solar

(000s)
Projected

2015

S 398,475

s 620,647

$ 674,708

s 1,693,830

Base Revenues

Actual

2018

s 494809

s 711,080

s 457730

s 1,663,619

Difference %

S 96,334 24%

s 90,433 15%

s (216978) (32%)

S (30,211) (2%)

Solar Rate Plans

Total

S 66569 s 29,154 s

s  1,730,188 s 1722,984 s

37415 128%

7,204 0%

The distribution of revenue collected from customers in the various rate plans was very similar to the
energy consumption trends noted above, with higher collections from basic rate plans and lower
collections from demand rate plans.

B IL L  C O M PAR ISO N S

I

The impact of the rate increase on residential customers was analyzed by comparing typical bills for

customers consuming similar amounts of energy under the legacy rate plans (prior to the application of

the rate increases in August 2017) to the current tariffs. According to Qeeisieal>ie.-¥€29§The Decision

the average base rate impact to residential class customers was expected to be 15.90%, which was

comprised of a general rate increase (4.54%) and a reallocation of adjustor collections into the base rate

(11.36%).39 The adjustor transfers were fully offset through corresponding lower adjustor charges. The

analysis focused on the impact to base rates. Thus the full 15.90% was presumed to be the average bill

increase. Similarly, the 2018 base rates did not contain the impact of changes in the adjustor

mechanisms since 2015.

asResponse to Discovery Staff 4.5 (APSAROO370).
as See ACC Decision No. 76295 Attachment 1 Settlement Agreement Appendix L.
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Basic Rate Plans

Residential customers on APSs legacy basic rate tariff E12 that did not elect a different rate plan during
the conversion were transferred onto the RXS, RBASIC or RBASIC L tariffs depending on their average

monthly energy usage. To qualify for the RXS tariff, monthly consumption must be below 500 kwh,
while the RBASIC tariff consumption must be below 1,000 kwh per month. Larger customers were
moved to the RBASIC L tariff but this rate plan was frozen to new customers. The bill comparisons for

each tariff are shown below."°

Table 310 - Typical Blll Comparison - RXS Tariff (Llte Choice)

2018 Rate 2015 Rate
kwh block R-XS R-12 Difference %

18%

19%

19%

20%

12%

3.30
5.29
7.28
9.26
7.11

$ 18.24
s 27.92
s 37.61
s 47.30
$ 61.12

S 21.54
s 33.21
s 44.89
s 56.56
s 68.23

s
s
s
s
S

$ 3.57
s 5.83
s 8.09
s 10.34
s 12.59

20%
21%
22%
22%
23%

does not contain the adjustor transfer or any changes in the adjustor

Summer
O100
101200
201300
301400
401500

Winter
o100 s z1.s4 s 17.97
101200 S 33.21 S 27.38
201300 s 44.89 $ 36.80
301400 s 56.56 s 46.22
401500 s 68.23 s 55.64

Note This analysis focuses on the base rate impact and
mechanisms since 2015.

'° The underlying data for all bill comparison schedules in this section were provided in APSs Response to Discovery Staff 8.10
(APSAR00552).
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Table 311 - Typical Bill Comparison - RBASIC Tariff (Premier Choice)

2018 Rate 2015 Rate

RBASIC R 1 2 Di f fe re n c e %

7%

0%

1%

4%

6%

s 79.90

$ 89.15

s 101.54

s 113.93

s 126.33

s
s
$
s
S

s 74.93

s 88.75

s 102.57

$ 118.73

s 134.90

4. 97

0. 40

(1. 03)

(4. 80)

(8. 57)

k w h  b l o c k

S um m er

5 0 1 6 0 0

6 0 1 7 0 0

7 0 1 8 0 0

8 0 1 9 0 0

9 0 1 1 0 0 0

Winter

5 0 1 6 0 0

6 0 1 7 0 0

7 0 1 8 0 0

8 0 1 9 0 0

901 1000

23%

20%

21%

22%

23%

does not contain the adjustor transfer or any changes in the adjustor

S 79.90 S 65.05 S 14.85

s 89.15 $ 74.47 s 14.68

$ 1 0 1 . 5 4 s 83.89 $ 17.65

$ 1 1 3 . 9 3 S 93. 30 S 20.63

$ 1 2 6 . 3 3 $ 1 0 2 . 7 2 $ 23. 61

Note: This analysis focuses on the base rate impact and

mechanisms since 2015.
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Table 312 .. Typical Bill Comparison - RBASIC L Tariff (PremierChoice Large)

2018 Rate 2015 Rate

kwh block RBASICL R-12 Difference %

11%

8%

6%

4%

2%

1%

0%

1%

Summer

10011100

11011200

12011300

1301 1400

1401 1500

1501 1600

1601 1700

17011800

18011900 2%

3%

s 151.07

s 167.23

$ 183.40

s 199.57

s 215.74

s 231.90

s 248.07

s 264.24

s 280.40

s 296.57

s
s
$
s
s
s
s
S
s
s

s 167.27

s 180.68

s 194.10

s 207.51

s 220.92

s 234.33

s 247.74

s 261.16

s 274.57

s 287.98

16.20

13.45

10.70

7.94

5.18

2.43

(0.33)

(3.08)

(583)

(8.59)

49%

49%

48%

48%

47%

47%

47%

47%

46%

46%

nesnot contain the adjustor transfer or any changes in the adjustor

19012000

Winter

10011100 $ 167.27 S 112.14 $ 55.13
11011200 s 180.68 s 121.55 s 59.13

12011300 s 194.10 $ 130.97 s 63.13

13011400 S 207.51 s 140.39 s 67.12

14011500 s 220.92 s 149.81 s 71.11

1501-1600 s 234.33 s 159.22 s 75.11

16011700 s 247.74 s 168.64 s 79.10

17011800 s 261.16 s 178.06 s 83.10
18011900 s 274.57 s 187.47 s 87.10

1901-2000 S 28798 S 196.89 $ 91.09

Note: This analysis focuseson the base rate impact andd
mechanisms since 201s.

For small customers on the RXS rate plan the rate increase was slightly higher than the average overall

increase of 15.9%. The basic service charges and energy charges increased approximately 1520% for

this group.

A significant change to the basic rate plans eliminated of the inclining block energy charges for summer
months in the legacy R12 tariff. While the kwh energy charges are higher in the RBASIC and RBASIC L

tariffs relative to the RXS tariff, they are actually lower than the R12 legacy rate plan energy charges
for all usage over 400 kwh per month. The legacy winter rates were on a single block charge which

increased substantially under the new rate structure as reflected on the tables above.

Time of Use - Energy Rate Plans

APS customers who were on a twopart rate (a basic service charge per day and an onpeak/offpeak

energy charge) and did not elect a different rate plan were moved onto the RTOUE tariff. The new rate

tariff maintained the twopart design, with the peak hours changed to 3:00 p.m. to 8:00 p.m. on non
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holiday weekdays. The new tariff also introduced a super offpeak rate for certain hours during the

winter billing period that is approximately 30% of the normal offpeak energy charge. The bill

comparison with the legacy ET2 tariff is shown below.

Table 313..Typical Bill Comparison- RTOUE Tariff (Saver Choice)

%
2018 Rate 2015 Rate
RTOUE ET2 Difference

20%
22%
23%
23%
24%
24%
25%

s 24.31
s 38.40
s s2.50
s 66.59
s 80.68
$ 108.85
s 137.03

s 123.76
s 177.30
s 230.84
s 284.37
S 337.91
s 444.99
S 552.07

s 148.07
s 215.70
$ 283.33
$ 350.96
s 418.59
s 553.84
s 689.10

Selected
kwh blodc
Summer

9011000
14011500
19012000
20012500
25013000
30014000
40015000

Winter
9011000
14011500
19012000
20012500
25013000
30014000
40015000

31%
18%
19%
20%
21%
21%
22%

s 99.81
s 160.05
s 207.66
s 255.54
s 303.14
s 398.63
s 494.12

s 30.52
s 29.04
s 40.21
s 51.08
s 62.24
s 84.27
$ 106.31

s 130.33
s 189.09
s 247.86
$ 306.62
s 365.38
s 482.90
s 600.43

ces not contain theadjustor transfer or anychangesin the adjustorNote: This analysis focuses on the base rate impact and d
mechanismssince2015.

The increases across all usage blocks were higher than the overall 15.9% projected average. The basic

service charge was reduced in the RTOUE, tariff offset by higher energy rates especially the offpeak

energy charge. The severity of the increases in the winter period was mitigated somewhat by the new

super offpeak energy charge.

Dem and Rate Plans

APS offers two demand rate plans in its current offerings. These rate plans have a threepart structure

with a basic service charge a demand charge based on the highest hourly onpeak demand and an

energy charge. The R2 tariff (Saver Choice Plus) has a lower demand charge and higher energy charge

than the R3 tariff. Most APS customers on a demand rate as of December 31, 2018 were on the R3

tariff. A comparison of typical bills over a selection of usage blocks from the legacy ECT2 demand rate

to the R3 tariff is below.
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Table 314. . Typical Bill Comparison- R3 Demand Tariff (Saver Choke Max)

%

4%

3%

17%

15%

20%

18%

16%

11%

8%

5%

3%

8%

8%

8%

oes not contain theadjustor transfer or any changes In the adjustor

Selected 2018 Rate 201s Rate
k w h block R 3 ECT2 Difference

Summer

9011000 s 137.71 s 143.53 s (5.81)
14011500 s 208.87 s 202.22 $ 6.65
19012000 S 271.32 s 232.57 $ 38.75
20012500 s 330.28 S 287.22 $ 43.06
25013000 S 385.76 S 321.62 $ 64.15
30014000 s 498.45 s 422.81 s 75.64
40015000 $ 576.26 S 498.36 S 77.91

Winter
9011000 s 97.29 s 109.66 $ (12.37)
14011500 s 142.59 s 155.13 s (12.54)
19012000 $ 186.67 s 178.63 s 8.04
20012500 5 228.30 $ 220.76 $ 7.54
25013000 S 267.48 S 247.98 $ 19.50
30014000 s 349.51 S 324.77 $ 24.74
4001S000 S 415.64 S 383.89 $ 31.75
Note: This analysis focuses on thebaserate impact andd
mechanisms since2015.

In most instances, bills were projected to have a lower than the 15.9% overall average increase and in

some cases, bills were expected to decrease. The R3 tariff had a lower basic service charge and lower

average increases in perkWh energy charges than other rate plans. These were somewhat offset by

demand charge increases of approximately 30% which had a greater impact on summer bills that

typically have higher peak demand.

Rat e Plan Transition

As discussed in other sections of this report, customers were encouraged to compare estimated rates on

the various rate plans and select the most economical rate plan based on their consumption patterns.

The typical bills for a selection of usage blocks under various transition scenarios were analyzed to

determine the impacts of moving to a different rate plan, as shown on the tables below.
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Tables 3-15 and 316 -Typical Sm Comparison - Transition from Basic Rate Plans

I i

%

Conversion from Basic Rate Tariff to Demand Tariff

Selected 2018 Rate 2015 Rate

kwh b low R 3 E 1 2 Difference%

2%

3%

9%

12%

16%

21%

28%

s 137.71
$ 208.87

s  271.32

$ 330.28

s  385.76

s 498.45
$ 576.26

s 134.90
s 215.74
s  296.57

s 377.41
s  458.24

s 630.81
s 803.38

s 2. 81

s (6.87)

$ (25.25)
s (47.13)

s (72.48)
$(132.36)
$(227.12)

Summer

9011000

14011500

19012000

20012500

25013000
30014000
40015000

Winter

9011000

14011500
19012000

20012500
25013000
30014000
40015000

s 102.72
s 149.81
s 196.89
S 243.98

s 291.06
$ 385.23

s 479.40

s 97.29

s  142.59

s  186.67

s 228.30
$  2 6 7 4 8

s 349.51
s  415.64

s (5.43)

s (7.22)

s (10.22)
s (15.68)

$ (23.58)
s (35.72)

s 63.76

5%

5%

5%

6%

8%

9%

13%

not contain the adjustor transfer or any changes in the adjustor

Conversion from Basle Rate Tariff to Ener Tari ff

Selected 2018 Rate z01s  Rate

kwh blodc RTO UE E 1 2 Difference

Summer

9011000 $ 148.07 s  134.90 s 13.17 10%

14011500 $ 215.70 $ 215.74 S (0.04) 0%

19012000 S 283.33 s  296.57 s (13.24) 4%

20012500 S 350.96 S  377.41 s (26.45) 7%

25013000 $ 418.59 s  458.24 s (39.65) 9%

30014000 S 553.84 S 630.81 S (76.97) 12%

40015000 S 689.10 S 803.38 $(114.28) 14%

Winter

9011000 s  130.33 s  102.72 s 27.61 27%

14011500 s  189.09 s 149.81 s 39.29 26%

19012000 s  247.86 s  196.89 s 50.97 26%

20012500 $ 306.62 $ 243.98 s 62.65 26%

25013000 $ 365.38 s  291.06 s 74.32 26%

30014000 $ 482.90 $ 385.23 s 97.67 2S%

40015000 s  600.43 s 479.40 s  121.03 25%

Note: This analysis focuses on the base rate impact and does

mechanisms since zo is.

Table 317 -Typical Bill Comparison - Transition from Energy Rate Plan to Demand Rate Plan

%

11%

18%

18%

16%

14%

12%

4%

3%

11%

10%

11%

12%

12%

16%

does not contain the adjustor transfer or any changes In the adjustor

Selected 2018 Rate 2015 Rate

kwh b low R 3 E I2 Difference

mer

9011000 s 137.71 s 123.76 $ 13.95

14011500 s 208.87 $ 177.30 $ 31.57

19012000 s  271.32 s 230.84 s 40.49
20012500 s  330.28 s  284.37 $ 4 5 9 1

25013000 s  385.76 s 337.91 s 4 7 8 5

30014000 s  498.45 s  444.99 s 53.46
40015000 s  576.26 s 552.07 $ 24.19

Winter

9011000 s 97.29 s 99.81 $ (2.52)

14011500 S 142.59 S 160.05 $ (17.46)
19012000 s 186.67 S 207.66 $ (20.99)
20012500 s 228.30 S 255.s 4 $ (27.24)
25013000 s 267.48 S 303.14 S (35.66)
30014000 s 349.51 s 398.63 s (49.12)
40015000 s 415.64 $ 494.12 s 78.48

Note This analysis focuses on the base rate impact and

mechanisms since z01s.

Customers with low energy consumption (less than 500 kwh per month) were moved to the RXS rate

tariff and were not expected to materially benefit from another rate plan. For moderate and large
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customers on basic rate plans, most would see lower than average bill increases and in many cases

would see bills decrease on a demand tariff. While the introduction of a demand charge would change
the billing structure for those customers moving from basic energy rate plans substantially lower per

kwh energy charges and lower basic service charges would potentially offset the demand charge. The
cost advantages from these rate plans were higher as consumption increased.

The change from the basic rate tariffs to a timeofuse energy tariff had a mixed effect. In similar
fashion to customers previously on timeofuse rate plans the elimination of the summer inclining block
charge led to projected reductions in the summer bills. However, the winter bills were estimated to

increase more than the 15.9% average due to higher perkwh energy charges.

FINDINGS

4. Although APS's 2018 base retail residential revenues were in line with 2015 estimates at an

overall level, the number of medium and largeusage customers transitioning to demand rates
did not meet Company expectations The comparison of typical bills shows that customers on

demand rate plans were expected to see smaller overall bill increases, and actual bill savings if
converting from a basic rate plan. As a result, should these customers continue on suboptimal
rate plans, APS could see higherthananticipated revenues in future years.

5. The design of the Companys new rate plans favored demand rates over basic rates and energy
rates. Analysis of typical bills indicates that rate increases for basic (onepart) and timeofuse

energy (twopart) rate plans were higher than average while demand (three-part) rate plans
had lower than average increases. Furthermore, customers who were moved by APS onto a

rate plan "most like" their previous rate plan were less likely to be on the most economical rate
plan.

6. $6.7 million of excess earnings in 2018 was associated with higher than expected revenues due
to changes into modernized rate designs made in the 2016 rate case."

RECOMMENDATIONS

Given the risk of variances in the distribution of customers on the various residential rate plans from
those assumed in the 2016 rate case APS should prepare a metric to track the progress of customer rate
plan conversions compared against the assumed rate case billing determinants.

" Response to Discovery Staff 2.11A; Performance Report.
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4 , 3 RATE REVIEW

As filed by the Company in this rate review docket APS's 2018 ACC jurisdictional rate of return on

original cost rate base was 7.32% based on inputs of $576,443,000 of operating income and

$7,876,150,000 of rate base. For this review, it is necessary to analyze the Company's financial results

for the purpose of identifying underlying reasons for performance as well as to make reasonable

comparisons when reaching conclusions regarding the extent of changes since the 2016 rate case. The

rest of this section provides these analyses.

CUSTOMER GROWTH ANALYSIS

Average Residential  Customers

¢.l lu/m

. m .nu
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APS experienced consistent growth in its residential

and commercial customer bases between 2015 and

2018. While growth in commercial customers has

increased on average, 1% annually, residential

accounts which comprise approximately 90% of APS's

customer base have increased at a faster 1.7% annual

rate since 2015. Residential customer growth has

increased at an even faster pace over the past two

years.4z.43

ADJUSTOR MECHANISMS

in addition to base rates which account for a significant portion of the revenues collected by APS, the

Company employs a number of different adjustor mechanisms as previously discussed. Some of these

adjustor mechanisms are designed to match, in a more timely manner, the amount paid by customers

for electricity with the actual costs to supply it. Other adjustor mechanisms fund certain programs costs

(e.g, demandside management and renewable energy). As stated in the Customer Education and

Outreach Program Section of this report, during 2018, APS had the following adjustor mechanisms:

Power Supply Adjustor (PSA)

Transmission Cost Adjustor (TCA),

Lost Fixed Cost Recovery Mechanism (LFCR),

Environmental Improvement Surcharge (ElS),

DemandSide Management Adjustment Charge (DSMAC),

Renewable Energy Adjustment Charge (REAC) and

Tax Expense Adjustment Mechanism (TEAM).

ll Based on Response to Discovery Staff 4.5 [APSAR00370) and APS FERC Form 1 Reports.
"In Pinnacle Wests News Release on 2019 firstquaner earnings dated May 1 2019 it states "customer growth a solid 1.9
percent as Arizonas economy continues toexpand".
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I Pursuant to QeeisienNe=76295The Decislon,2$268.0 million of costs previously recovered through

adjustor mechanisms were transferred into base rates and prospective tracking of two of the nine

adjustors was ended (Four Corners Rate Rider and System Benefits Adjustment). Prior to this 2017

transfer, APS recognized $430.4 million of adjustor mechanism revenues in 2016, which accounted for

12.8% of all revenues recognized during this time period. As a percentage of total revenue realized,

adjustor mechanism revenues increased from 12.8% to 13.3% between 2016 and 2018.44

In addition in the future the impact of the adjustor mechanisms on rates should be thoroughly
explained and quantified to customers.

R ATE BASE

The 2018 yearend original cost jurisdictional rate base submitted by the Company totaled

$7,876,152000.45 This compares to the jurisdictional original cost rate base proposed by APS in the last

rate case of $6,771,151,000 for the 2015 calendar test year, which included proposed adjustments to

recognize posttest year plant additions through June 30 2017. The $1.1 billion change in rate base is

almost exclusively due to the increase in net utility plant in service (gross plant less accumulated

depreciation), which increased from $9092 billion in 2015 to $10289 billion in 2018."6

Gross Ut i l i t y Plant in Serv ice

Gross jurisdictional utility plant in service increased from a projected $15,436,960,000 in mid2017 to

$16537,707,000 in late 2018 according to APS. The principal reason for this increase is the transfer of

costs from construction work in progress to utility plant in service, otherwise referred to as plant

closings. Focusing on the 17 months ended December 31, 2018 (August 1, 2017 - December 31, 2018),

the most significant projects closed into utility plant in service included:"7

$215.9 million associated with Four Corners Unit 4 permitting, engineering and construction of
Selective Catalytic Reduction equipment

$209.8 million associated with Four Corners Unit 5 permitting, engineering, and construction of
Selective Catalytic Reduction equipment, and

$92.2 million associated with a 500 kV line from Sun Valley to Morgan.

" 2018 adjustor mechanism revenues include the $268.0 million transferred to base rates pursuant to Decision No. 76295.
as Response to prefiled Discovery Staff 1.1 (Schedule 81).
46 Response to profiled Discovery Staff 1.1 (Schedule B1) and Company rate filing in Docket Nos. E41134sA.160036 and E
01345A160123 (Schedule B1).
" Responses to Discovery Staff 2.32 and Version 2of Staff 2.34. Since Construction Work in Progress (CWIP) is not included in
rate base transfers of dollars from CWIP to Utility plant in Service (plant closings) are a primary reason that Utility Plant in
Service and correspondingly rate base are increasing during this time period.
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These three projects make up 27.2 % of the total plant closings to utility plant in service ($1.903 billion)

in the seventeen months ending December 31, 2018.48 No other specific project closed by the Company
during this time period exceeded $23.9 million."

With respect to the first two plant closings listed above, as part of the settlement agreement that was

associated with the 2016 rate case "the parties agree[d] that this Docket shall remain open for the sole

purpose of allowing APS to file a request that its rates be adjusted no later than January 1 2019 to

reflect the proposed addition of Selective Catalytic Reduction ("SCR") equipment at Four Corners ...."5°

On April 27, 2018 APS filed a request for an approval of an adjustment to recover the costs associated

with the Selective Catalytic Reduction equipment at Four Corners. While a hearing has been held on the

matter and an Administrative Law Judge recommendation has been released, no ACC decision had been

issued as of late April 2019.51

Capital Expenditures

These plant closings largely correspond with the capital expenditures that APS made in 2017 and 2018

(capital expenditures are classified initially as Construction Work in Progress and later transferred to

Utility Plant in Service). The following table identifies the projects with the highest capital spending in

2017 and 2018 along with a summary of other projects:

is Response to Discovery, Staff 2.32.
49 Two blanket work orders PadMounted Underground Transformers [$41.9 million) and Asset Retirement Obligations ($28.7
million) were slightly in excess of the $23.9 million.
so Settlement Agreement related to ACC Decision No. 76295 in Docket Nos. E0134SA160036 and E01345A160123 p. 12 of
32.
so Recommendation of Au Martin dated November 27 2o1a in Docket Nos. E01345A160036 and E01345A160123 p. 8 and
email received from ACC Staff on April 24 2019.
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Table 52 - Capital Expenditures 20172018

|

ss S

APS

Capital Expenditures
2017 2018

(in 000s)

Pmect ID
OCC07633

FBC90401
TAIMPSNVLMGN

FCC03864
NUCLEAR FUEL

EDES OVERHD99

RESIDENTIAL 104
(916)

1371

1875
399

(7766)

4517
3623)

s s_ m
OCC07633

NUCLEAR FUEL

EDES OVERHD99
RESIDENTIAL

TRANSFORMER

s s

231258

76620
69629
68824
68563
55904
32337

737623

1,340758
109401

71440
61629
36538
30721

893142
1202871

4378
423

(4572)

(3765)
(2826)

(15509)
21871

Pr ect Desai on
Ocotillo Modernization Project
Four Corners Unit 5 SCR System

Sun Valley TS5Morgan TS9 500

Four Corners Unit 4 SCR Sytem
NudearFuel
Constmdion OverheadEngineering & Supervision
Service and Line ExtensionsResidential
Other
2017 Subtotal
Ocotillo Modernization Project
NudearFuel
Construction OverheadEngineerlng & Supervision
Service and Line ExtensionsResidential
Transformers

Other
2018 Subtotal

2017 and zoos Total
$

$

231362
75704
71000
70699
68962
48138
36854

734000

1,336719
113779

71863
57057
32773
27895

877633
1181000

2517719 : S I
_
-

Source:Su Elemental Res onse to Discove Staff 2.34.

Aside from the projects related to SCR equipment additions at the Four Corners power plant APS

devoted extensive resources on the following:

Ocotillo Modernization Project - installation of five new simplecycle gas turbines which will

add 510 MW of production"

Nuclear Fuel .- refinement conversion, enrichment, and fabrication of nuclear fuel materials
into assemblies and components

Construction OverheadEngineering at Supervision - costs incurred in the course of normal

business but which cannot be directly assigned to a particular function or activity

Service and Line ExtensionsResidential - costs to provide new service or upgraded service to

residential customers; additions of new revenue

Transformers - precapitalized cost of transformer purchases that are used for additions and
replacements in the distribution system

Of the capital expenditures made in 2017 and 2018 a portion was subject to recovery through adjustor

mechanisms. $211,227,000 and $189,703,000 of capital spending on projects with actual or budgeted

spending of $2 million or more was recovered through the Transmission Cost Adjustor in 2017 and 2018,

respectively. This included the Sun Valley TS5Morgan TS9 S00 project that is listed in the preceding

51 Parties to the settlement agreement in the last rate case were aware of the Ocotillo Modernization Project and took steps to
defer the costs of owning operating and maintaining this plant for possible future rate recovery (see Settlement Agreement
related to ACC Decision No. 76295 in Docket Nos. E01345A160036 and ED1345A160123 p. 13 of 32)
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table. Another $24,457000 and $13,859,000 in capital spending was recovered through the

Environmental Improvement Surcharge in 2017 and 2018 respectively. Finally, $6354000 was

recovered in 2018 through the Renewable Energy Adjustment Charge."

As the preceding table demonstrates, capital spending in the past two years was limited largely to the

amounts budgeted by corporate management. For the two years ended December 31 2018 capital

expenditures exceeded budget by a cumulative $25.9 million (1.0%).

COST OF CAPITAL

Overland developed an update of the cost of equity. In our analysis our estimate resulted in a rangeof
8.5% to 9.0%. Assuming the upper end of this range, the current estimate is slightly lower than the Staff
estimate (9.35%) in the 2016 Rate case. lt should be noted that Overland has utilized a different group
of proxy companies and different methodologies to arriver this estimate, compared to Staff witness
Mr. David Parcell.

I The approved cost of debt in QeeisieeNe 4é39SThe Decision was S.13%. This is consistent with the APS

and Staff witness testimony. The cost of debt at December 31, 2018 was 4.73%.5"

APS issued $300 million of 4.25% senior secured notes due 2049 on February 28, 2019. On February 26,

2019 APS entered into a $200 million Term Loan Agreement maturing on August 26 2020. The Term

Loan Agreement provides for a Base Rate of the higher of Prime, the Federal Funds Rate plus 0.50%, or

the Eurodollar onemonth rate plus 1%.55 These issues were used to retire $500 million of 8.750% Notes

due March 1, 2019. The impact of this refunding was to reduce the embedded cost of debt from 4.73%

to 4.1g%.56

FINDINGS

This report highlighted several changes since the 2016 rate case including:

I Form atted: Bulleted + Level: 1 + Aligned at: 0.25 +

Indent at: 0.5 Tab stops: Not at 0.5

I

140 Significant deviations from the Company's projected 2015 customer billing determinants to the
actual customer billing determinants used in 2018.

Le' Noteworthy customer growth: residential accounts have increased at a 1.7% annual rate since

2015.

3 0 Substantial increase in rate base.

4° Possible changes in cost of equity.

SO Obtained or derived from the Response to Discovery Staff 6.4. ElSand REAC spending amounts were also limited to projects
that had actual or budgeted spending equal to or in excess of $2 million per year.
54 APS Workpaper A3 p. 2 of 2.
ss Response to Discovery Staff 2.12.
ss Response to Discovery Staff 4.12.
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41  Notable reduction in cost of debt.I
In addition to the abovementioned changes, there have been other changing circumstances since the

2016 rate case.

I Form atted: Bulleted + Level: 1 + Aligned at: 0.2S +
Indent at: O.5 Tab stops: Not at 0.5

I

I

11° A 0.8% return on the fair value increment was approved in Decision No. 76295. However the

Commission has raised questions regarding the return on fair value increment in some recent

rate proceedings. There have also been discussions about initiating a workshop on this matter.

2 According to Mr. Don Brandt, Chairman of the Board and Chief Executive Officer for APS, 57, the

Company is actively managing its costs and identifying additional efficiencies and savings

throughout the organization.

84 Possible pro forma adjustments in a rate case may include weather normalization,

normalization, plant additions, normalization of income tax expense and interest

synchronization etc.

4,0 A review of all the adjustor mechanisms in a rate case which might lead to potential changes.l
RECOMMENDATIONS

Due to the changing factors, discussed in this report, including rate base, expenses cost of capital and

bi l l i ng determinants which are the key components I the ratemaking process it is appropriate for APS

to file a new rate case to reflect these changes. Therefore, it is recommended that APS be required to

file a rate case no later than October 31, 2019, utilizing a 12month testyear period ended June 30,

2019.

st Pinnacle West News Release on 2019 firstquarter earningsdated May1 2019.
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1. EXECUTIVE SUMMARY

BACKGROUND AND PROJECT SCOPE

On February 25, 2019, Overland submitted a proposal to perform consulting services in response to an
RFP issued by the Arizona Corporation Commission on February 11, 2019. The project scope was largely
driven by the letter issued by Commissioner Dunn and Chairman Burns dated December 24, 2018,
requesting a review of APS's current rates based upon 2018 results and the effectiveness of the APS
customer education and outreach program. Included as Attachment 1 are the resumes of the Overland
consultants who contributed to this report.

INFORMATION RELIED UPON

in addition to the APS pre-filed schedules and workpapers, Staff issued nine rounds of discovery that
contained 150 requests. APS provided responses to all requests made in a timely manner. Aside from
written discovery, Overland and Staff members were able to meet with APS subject matter experts at
APS corporate offices to discuss the material produced. On occasion, Overland conducted telephone
conference calls to further address and clarify the materials relied upon in our review.

information relied upon in the conduct of our review generally included the following materials:

APS responses to Staff discovery requests

ACC Decisions and Orders
APS "Standard Filing Requirements" format of information generally included in rate case filings
Information from publicly available sources

All material relied upon in this report is referenced to its specific sources of information.

SUMMARY OF RELEVANT PROCEEDINGS

2016APS Rate Application and ACCRate Order

On August 18, 2017, the Commission issued Decision No. 76295. Aside from the rate increase itself,

significant changes to the then-existing rate plans were made. The Decision included the following

determinations?

. The fair value jurisdictional rate base for the test year ended December 31, 2015 was $10.0

billion.

1 Decision No. 76295, p.103104.
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Adjusted test year revenue was $2.89 billion.

The equity ratio relied upon in setting rates was 55.8%.

The cost of equity was 10.0% and the embedded cost of debt was 5.13%.

Authorized base rates were increased $362.58 million. This included $148.25 million in non-fuel

base rates, a decrease of $53.63 million associated with fuel, and a transfer of cost recovery

from adjustor mechanisms to base rates of $267.95 million.

The average bill impact for residential customers was 4.54 %, and 1.93 % for general service

customers.

The following table further provides a detail of the APS total base rate increase approved in Decision No.

76295.2

Table 1-1 - Summary of APSRate Increase, 2016 Rate Case

Amount

(in millions)Component

87.250
61.000

148.250
(53.626)

94.624
267.953

362.577

Non-Fuel, Non-Depreciation Increase

Depreciation Expense Increase

Non-Fuel Base Rate Increase

Base Fuel Rate Decrease

Net Base Rate Increase Before Adjustors

Transfer from Adjustor Mechanisms

Total Base Rate Increase

S
s
S

s

S

s

$

The 4.54% is the residential portion related to the

$94.624 million net base rate increase before adjustors,

which does reflect the change in depreciation

expenses, but not the transfer of adjustor revenue into

base rates.

The Commission's Order authorized revised rates to be effective August 19, 2017. The Order further

provided for a transition period for customers to be notified about rate design changes to be put into

effect under a Customer Education and Outreach Program ("CEOP") through May 1, 2018. New

customer elections were subject to a 90-day trial period.3

2 Response to Discovery, Staff 6.1.
3 Decision No. 76295, 107109.
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OVERALL FINDINGS

Customer Education and Outreach Program

CEOP Methods, Procedures and Customer Reach

1. The majority of the information communicated to customers in APS's CEOP was reasonable and

understandable. Some of the most important information was conveyed in personalized letters

describing new rate plans, including the rate plans "most like" customers' existing rate plans,

and the rate plans likely to be "most economical" given customers' recent historical usage.

2. The scope of the CEOP was adequate to reach APS's entire residential customer base. The most

important information concerning rates and rate plan changes was communicated through bill

inserts or direct mail (e.g. personalized letters describing new rate plans) mailed or emailed to

all customers. APS provided direct communications in Spanish for customers who selected

Spanish as their language for billing. Limited exceptions to complete customer reach for all

CEOP messaging included:

APS did not have email addresses for approximately 45% of its residential customer base.

Radio and billboard advertising related to the CEOP was confined to the Phoenix metro area.

3. As part of the CEOP, APS created several tools to assist customers in selecting new rate plans

and managing their electricity usage. The most important of these was a rate comparison tool

on the APS website which enabled customers to compare projected annual costs under their

existing legacy rate plans and among available new rate plans. lt remains available to assist

customers in selecting among available rate plans. Customer dissatisfaction caused by higher

bills and the new modernized rate plans may have been worse had the rate comparison tool not

been available.

4. Due to the timing of the annual updates of some of the adjustor mechanisms, the transfer was

confusing to at least some customers and the impact of the transfer was not properly

communicated by APS.

CEOP Effectiveness - Non-Solar Customers

5. An analysis of a sample of 2018 customer complaints classified by APS as "rate case" related

shows the following:

Some customers believed that the 4.5% / $6 per month average rate increase advertised by

APS in 2017 significantly understated the actual increase and amounted to misinformation.

Some customers believed that the rate plan transition that occurred in spring 2018, which

followed the rate increase under legacy rate plans in 2017, amounted to a second increase

in their utility rates.
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.

Some customers seemed to be more upset with being moved to new, sometimes differently

structured rate plans, and rate plans with different peak hours, than they were with the

2017 rate increase.

Some customers who moved to new rate plans experienced or perceived that the rate plans

caused significant increases in their bills.

Some customers were unhappy with being placed on rate plans with a demand component.

6. The information provided by APS in its rate increase notices and personalized letters failed to

convey certain important details, including the following:

• The "average customer" rate increase percentage and bill impact (4.5% increase, $6 per

month) disclosed in customer notices and press releases failed to adequately convey that

the impact of the modernized rate design on individual customers could vary widely, and

over time, depending on customer-specific circumstances and changes in other customer

bill components such as adjustors, taxes and fees, that were not included in the average

percentage or bill increase disclosed in the notice.

. The rate plan transition letters mailed in the first few months of 2018 failed to adequately

convey that customers could experience additional increases in their bill (in addition to

those that occurred with the transition rates were increased in 2017), depending on

customer-specific circumstances, which included the specific rate plans customers were on

before and after the transition and the customer's willingness and ability to make changes in

energy usage under the new rate plans, such as shifting usage to accommodate new on-

peak hours and demand charges.

CEOP Effectiveness Solar Customers

7. APS's CEOP messaging did not inform solar customers or applicants of the August 31, 2017

deadline for changing their legacy rate plans or the potential advantages of doing so.

8. Solar customer complaints show that existing customers and applicants were sometimes

unaware of the potential advantages and disadvantages of different legacy rate plans under net

metering because they believed that nothing was required of them to take full advantage of the

net metering rules.

9. APS's rate comparison tool did not incorporate legacy rate plans or retail net metering, which,

had it been available before the August 31, 2017 deadline, would have permitted solar

customers to assess the benefits of different rate plans under net metering.

10. Although August 31, 2017 was the stated deadline for solar customers and applicants to change

their legacy rate plan, there are examples in which APS made exceptions, allowing customers to

change rate plans after the deadline.

Page I  4
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CEOP Expenditures

11. APS charged $4.85 million to CEOP project orders (against its $5 million expense authorization)

between September 2017 and February 2019. Of this, $4.28 million (88%) was for outside

(vendor) materials and services, $474,000 (10%) was primarily internally~incurred print shop

costs and $94,000 (2%) was payroll associated with contract and full time APS employees who

charged time to CEOP projects.

12. Overall, CEOP expenses incurred between September 2017 and February 2019 appear to have

been reasonable, directly related to CEOP activities, and incremental to the CEOP effort.

13. The expenses associated with the three largest CEOP vendors, accounting for 62% of total CEOP

vendor costs, and found that all three vendors provided services directly applicable to CEOP

efforts. Evidence indicates that the costs were properly incurred and were incremental to the

CEOP. These services and expenses were found to be appropriate.

14. Payroll expenses charged to CEOP project orders account for only $94,000 (2%) of the total

amount charged against the $5 million authorization through February 2019. This amount is

immaterial relative to the $5 million authorization.

15. Internal cost allocations and transfers charged to CEOP were found to be appropriate.

Bill ing Determinants and Rate Design

1. Although APS's 2018 base retail residential revenues were in line with 2015 estimates at an

overall level, the number of medium- and large-usage customers transitioning to demand rates

did not meet Company expectations. The comparison of typical bills shows that customers on

demand rate plans were expected to see smaller overall bill increases, and actual bill savings if

converting from a basic rate plan. As a result, should these customers continue on suboptimal

rate plans, APS could see higher-than-anticipated revenues in future years.

2. The design of the Company's new rate plans favored demand rates over basic rates and energy

rates. Analysis of typical bills indicates that rate increases for basic (one-part) and time-of-use

energy (twopart) rate plans were higher than average, while demand (three-part) rate plans

had lower than average increases. Furthermore, customers who were moved by APS onto a

rate plan "most like" their previous rate plan were less likely to be on the most economical rate

plan.

3. $6.7 million of excess earnings in 2018 was associated with higher than expected revenues due

to changes into modernized rate designs made in the 2016 rate case."

4 Response to Discovery, Staff 2.11A, Performance Report.
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Rate Review

This report highlighted several changes since the 2016 rate case, including:

. Significant deviations from the Company's projected 2015 customer billing determinants to the
actual customer billing determinants used in 2018.

Noteworthy customer growth: residential accounts have increased at a 1.7% annual rate since
2015.
Substantial increase in rate base.

Possible changes in cost of equity.
Notable reduction in cost of debt.

in addition to the above-mentioned changes, there have been other changing circumstances since the
2016 rate case.

.

.

A 0.8% return on the fair value increment was approved in Decision No. 76295. However, the
Commission has raised questions regarding the return on fair value increment in some recent
rate proceedings. There have also been discussions about initiating a workshop on this matter.
According to Mr. Don Brandt, Chairman of the Board and Chief Executive Officer for APS, 5 the
Company is actively managing its costs, and identifying additional efficiencies and savings
throughout the organization.
Possible pro forma adjustments in a rate case may include weather normalization,
normalization, plant additions, normalization of income tax expense and interest
synchronization, etc.

A review of all the adjustor mechanisms in a rate case, which might lead to potential changes.

OVERALL RECOMMENDATIONS

Customer Education and Outreach Program

1. It is reasonable to have APS fund and implement a Customer Outreach and Education Program
that will be developed and administered by Commission Staff. Therefore, it is recommended
that Staff select and hire an independent consultant, which is to be funded by APS, to develop a
program to properly and adequately educate customers on all aspects of APS's rate plans.

2. lt is in the public interest for APS to provide customers with proforma billing information on how
much they would pay given their actual usage during each if the customer was on his/her most
economical plan.

3. In future rate cases, APS should thoroughly explain and quantify the impact of adjustor
mechanisms on rates.

5 Pinnacle West News Release on 2019 firstquarter earnings, dated May 1, 2019.
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4. It is reasonable for an independent third party to form a stakeholders' group to collaborate on

better ways to communicate the impact changes and adjustor mechanisms on residential
customers and to make suggestions for more effective ways to educate customers on rate plans
and ways to cut back on energy usage.

5. lt is reasonable for APS to allow an additional opportunity for customers to switch rate plans for
at least a four-month enrollment period. At any time during this enrollment period, customers

will be allowed to select a different rate plan.

6. APS should identify ratepayers whose bills have increased by more than 9 percent under the
new rate plans, based on 2015 Test Year determinants, and those ratepayers who are not on
their most economical plan, and shall provide the most impacted ratepayers with targeted

educational materials that explain: (1) the various rate plans, (2) the customer's various
options, (3) comparative usage data for their current plan and their most economical plan, (4)
the opportunity to switch plans.

7. lt is reasonable for APS to prepare and Staff to use a "binanalysis" to provide more meaningful

notice of estimated bill impacts to customers.

8. APS should provide grandfathered, net metered solar customers with legacy demand rates (ECT-

1R EPR and ECT-2 EPR) an additional opportunity to switch to a rate that enables them to fully

benefit from net metering (E-12, ET-1 or ET-2). APS should provide notice to these customers

to ensure they are made aware of the opportunity to switch to a more advantageous legacy rate

plan. In addition, APS should provide educational materials informing these customers about

the advantages and disadvantages of each legacy rate plan that can be paired with solar net

metering. The window of opportunity to switch rate plans should remain open for a reasonable

time (e.g., the remainder of 2019) to ensure that all remaining demand rate solar customers

have either transition to another legacy rate plan or positively confirmed for APS that they wish

to remain on their existing demand rate.

Billing Determ inants and Rate Design

1. Given the risk of variances in the distribution of customers on the various residential rate plans

from those assumed in the 2016 rate case, APS should prepare a metric to track the progress of

customer rate plan conversions compared against the assumed rate case billing determinants.

Rate Review

Due to the changing factors, discussed in this report, including rate base, expenses, cost of

capital and billing determinants, which are the key components I the rate-making process, it is

appropriate for APS to file a new rate case to reflect these changes. Therefore, it is

recommended that APS be required to file a rate case no later than October 31, 2019, utilizing a

12-month test-year period ended June 30, 2019.
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2. CUSTOMER EDUCATION AND OUTREACH PROGRAM

The APS Customer Education and Outreach Program (CEOP) was implemented in 2016 to inform and

educate customers about rate changes and new rate plans. Important objectives included educating

customers to help them understand the new rate plan options, encouraging customers to modify their

energy usage in order to save money, and helping customers choose the rate plan most appropriate for

them, given their individual circumstances.

The review of the CEOP included the following steps:

.

.

.

The CEOP's methods, procedures, customer reach, and the understandability of information

provided.

The effectiveness of the CEOP in meeting the objective of providing customers with complete

and accurate information about the rate increase and rate plan changes approved in Decision

No. 76295, including the information needed to make appropriate choices among available rate

plans. The effect of the changes could vary based on individual customer circumstances.

The CEOP expenditures approved in Decision No. 76295. Also, the expenditures to determine

whether they were directly associated with the CEOP, whether they were reasonable given

CEOP objectives, and whether they were incremental expenditures that would not have been

made absent the CEOP were examined.

CEOP METHODS, PROCEDURES, CUSTOMER REA CH A ND UNDERSTANDABILITY

A high-level examination of the methods and procedures used by APS to communicate with customers,

the customers the communications reached, and the understandability of information was performed.

Communication Methods, Content and Understandabil i ty

APS employed both mass and personalized communications in the CEOP. Mass communications

included traditional advertising on radio, newspaper and billboards, and digital advertising through

social media. APS also utilized email, bill notices and inserts, recorded messages in the lVR system,

website postings and utility newsletters. The CEOP used personalized communications, primarily in the

form of emails and letters sent with information tailored to individual customers based on their rate

plans and energy usage history. The methods APS employed took advantage of most of the available

forms and means of communication and were appropriate given the CEOP's objectives. The following

table summarizes important components of the CEOP communication.
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Table 21 . . Summary of APSCEOP

Summary of APS CEOP Customer Communications, 2016-2018

Form of Communication Mass or Personal Details

MassAPS Newsletters
25 articles in APS newsletters highlighting the shift, Stagger,
Save message, and providing energy saving information and
information about new service plans.

MassAPS Website

Information on new service plans, plan comparison tools, a plan
change portal, plan transition information page, demand / peak
hour usage page, savings tips page, and a bill changes page.
Website also includes videos providing energy savings info.

APS IVR
Mass and

Personalized
On-hold messages describing service plans, and an option to
permit customer selection and confirmation of service plans.

APS Bills Mass
19 bill inserts in 2017 and 2018 with energy saving and
educational information.

Personalized
Personalized Direct Mail

Letters

Specialized interest letters addressing the needs of select
customer groups and best rate letters information customers of
the most similar and best savings options plans based on their
usage profiles.

13 million "transactional" and "marketing" emails were sent
covering new service plans, and energy saving information.

MassSocial Media
Twitter (32,000 impressions) and Face book campaigns (46,000
customers reached) provided service-plan savings information.

MassOther Mass Media

Welcome Kits

Radio, outdoor billboard, print and digital advertising covering
new service plans. APS estimates this created 161 million
impressions.

Mailed between February and April, 2018 to 958,000 customers
Personalized who switched or were transitioned by APS to a new service

plan.

Source: CEOP filing, October 18, 2018, Cover Letter, pp.1617.

The content of the CEOP communications was reviewed. The overall message used to unify all

communications was "Shift, Stagger, Save." Given the changes in rate structure approved in Decision

No. 76295; in particular, the elimination of the standard block rate for most large residential users and

the shifting of customers to rates with time-of-use and demand components, this was an appropriate

message. However, implicitly, the message for some customers would have more appropriately been

"shift and stagger your energy usage or you may experience substantial increases in your electric bill."

in addition, the third "S" - save - may have been misleading in the sense that it could have been

interpreted to mean that by selecting a new rate plan, particularly one beginning with the words "Saver

Choice," without changing one's behavior, customers could expect to reduce their bills below what they
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paid under their existing rate plans prior to the rate increase; something that appears to have been true

only for a limited minority of customers.

Communications content appeared generally reasonable and understandable. The most important

information provided under the CEOP included personalized information explaining the new rate plans

that were "most like" the customer's existing rate plans and "most economical" given the customer's

historical usage. One notable exception to our general conclusion is:

. The statistic that the average residential bill would increase by 4.5%, or about $6 per month,

was published in a notice sent to customers and in press releases without being placed into

context.

CEOP messaging was generally appropriate in terms of customer reach. Specifically,

. APS's notice of intent to increase rates and change its rate design was appropriately published in

newspapers with reach covering the Company's entire service territory

APS's notice of the change in rates was included on bills sent to all customers.

Information on APS.com, the Company's website, was available to all customers with internet

access.

Bill inserts, bill messages and utility newsletters were made available to all customers in paper

form or on-line, depending on selections made by customers.

Personalized letters notifying customers of rate plan changes and providing information on the

new rate plans were sent to all customers.

In terms of language accessibility, APS stated that it provides "direct communications [in

Spanish] to the customers who have selected Spanish for their bills, bill messages and direct

mailings, and a dedicated phone line."

Limited exceptions in which the messaging did not reach every APS customer included the following:

.

While print and digital advertising ran throughout Arizona, radio ads and billboard ads were

limited to the Phoenix metro area. APS stated this is "the most cost-effective way to reach the

largest amount of customers."6

APS stated that "due to the low percentage of customers preferring Spanish-language

communications (approximately 3%), the following were and are provided only in English: (1)

emails; (2) aps.com transactional pages; (3) aps.com banner ads and popups; (4) IVR based

plan assistance; (5) special interest letters; (6) mass media campaigns; (7) notifications; (8)

[service] rate plan comparison tool, and (9) peak demand calculator."7

APS did not have email addresses for approximately 45% of its residential customers.

s Response to Staff data request 7.6(c).
7 Response to Staff data request 7.6(a).
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Customer Tools

APS created several tools to assist customers in selecting new rate plans and managing their power
usage. These included:

Rate Comparison Tool -The rate comparison tool is one of the most important components of
the CEOP. Prior to the rate plan transition, it enabled comparison of a customer's annual costs
among their legacy rate plan and available new rate plans. The comparison tool served
customers directly, and has been used by APS customer service employees to assist in explaining
various options to customers. Overland was unable to gain direct access to test the tool;
however, from the information available in customer complaint files and screen shots sent in
response to our access data request, it appears to have been generally effective, albeit not
without some limitations. It appears the comparison tool has evolved since it was first
introduced in 2016.

Notification Alerts -To help manage electric usage and bills, customers can sign up to be alerted
when their usage (kwh), demand (kW) or estimated bill amounts reaches designated thresholds.
Only a small percentage of APS customers appear to have subscribed to this service.8

Mobile Phone App- APS implemented a mobile phone application in mid-2016 to assist
customers in managing energy usage and paying bills. APS states that as of April 4, 2019, more
than 230,000 customers have downloaded the application and it has been used to complete
580,000 payment transactions. 9

CEOP OVERALL EFFECTIVENESS

The effectiveness of the CEOP in meeting the following objectives was evaluated: (1) informing
customers of changes in their rates and rate plans in connection with the rate case approved in Decision
No. 76295, and (2) assisting customers in selecting rate plans optimal for them offered under
restructured residential tariffs. The program's effectiveness for solar and non-solar customers was
evaluated separately. The program's effectiveness related to the transfer of adjustor mechanisms and
their relationship to and impact of the rate increase is also discussed.

8 Response to Staff data request 8.1.
9 Response to Staff data request 5.9.
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Customer Complaints

Complaints to the ACC

The following table summarizes "informal" complaints filed with the ACC concerning APS from the

beginning of 2016 through April 19, 2019.

Table z2- "Informal" APSComplaints filed with the Acc

" Informal"  APS Complaints Filed with the Arizona Corporation Commission

Period Description Complaints

Post~Filing, PreRate Increase

Rate Increase (mid-August)

Rate Plan Transition

Post-plan Transition

Annual Rate /

10,000 Cust.

3.84

7.32

10.48

8.74

5.21

422

805

379

645

171

Days

365

365

120

245

109

2016

2017

2018 through April

2018 May 1-Dec 31

2019 through April 19
Source: Arizona Corporation Commission, Consumer Services Division

In 2014 and 2015, prior to the submission of the rate filing, the ACC received three informal complaints

annually for every 10,000 ACC customers. This increased slightly in 2016 after APS filed in January its

intent to file a rate case, probably because of news about the case (note that customers had not yet

experienced the rate increase).1° The complaint rate more than doubled after the rate increase was

implemented in 2017, and it stayed high as customers transitioned to new rate plans during the first

four months of 2018. It remained high throughout 2018, which included the first full summer after both

the rate increase and rate plan transition. Complaints declined in the first four months of 2019 to

approximately half their peak level, but the complaint rate was still 73% higher than it had been before

the rate case was filed. lt is expected that the complaint rate will increase again in 2019 as outdoor

temperatures rise, and as customers continue to receive bills under new rates structures.

Customer "Rate Case" Complaints

An APS database of 2018 "rate case" complaints was reviewed. Detail for a sample of 51 complaints

(approximately 20% of the database) was requested and analyzed," 38 of the sampled complaints came

from non-solar customers and 13 were from solar customers. This discussion concerns non-solar

complaints, which constituted 80% of the 257 complaints logged by APS in 2018 in the "rate case"

category. Solar complaints are discussed separately below.

The following table summarizes our complaint sample by category (what triggered the complaint) and

subcategory (the primary reason or basis for the complaint as stated by the customer).

10 APS did not file its actual rate case until June 2016.
11 Response to Staff data request 5.13.
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Table 2-3- Non Solar Customer Complaint Sample

Non-Solar Customer Complaint Sample

CountCategory / Subcategory

High Bill
15

15

Unhappy with the rate increase / high bills

Total High Bill

Rate Plan Change (Notice or on the cost. bill)

6

3

7

7

23

38

Confused about rate plan choices or unable

to choose among available plans

Unable to select desired rate plan.

Unhappy with high bills under available

plan choices

Wanted to keep existing (legacy) rate plan

Total Rate Plan Change

Total Non-Solar Complaint Sample
Response to data request 5.13, APS customer "rate case"
complaint details, multiple attachments, 20% sample.

Effectiveness Metrics Maintained by APS

information was requested from APS as to whether it maintained any metrics to measure the

effectiveness of the CEOP and, if so, to provide the results. The response stated that "APS identified a

number of metrics to be used as a means of ensuring a positive customer experience in its education,

outreach and transition of customers to new rates."12

Customer Rate Plan Transition Metric

APS stated that this CEOP metric had a target of "all eligible customers transitioned by 5/1 [2018]." APS

stated the "actual" measurement was "1,969 customers (edge and outlier cases) were on transition

rates as of 5/1." Presumably, this means that the target was to place all non-solar customers on new

rate plans by the end of April 2018, and 1,969 customers had yet to be moved as of May 1, 2018.

Customer Complaint Metrics

APS indicated that it had a target of "zero ACC complaints" and stated its actual result was that it met

this target. In order to be counted as a complaint for this metric, the complaint had to be

"substantiated." Of the 257 "rate case" complaints logged by APS in 2018, were considered

substantiated. For example, more than 40 rate case complaints from grandfathered solar customers

were caused by the customers not being able to change legacy rate plans. As discussed more fully

below, many of these customers were confused about or unaware of the need to change legacy rate

12 Response to Staff data request 6.7.
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plans at the time they applied for solar. In most cases, they had missed the window of time to learn

about and change their rate plan. As a result of APSs response to their requests to change legacy rate

plans, these customers registered complaints with the Acc. APS listed all of the complaints as

"unsubstantiated" because the deadline had passed when the customers requested to change rate

plans. Because the confusion and unawareness of these customers bears directly on the question of

whether the CEOP accomplished its communication goals, it does not appear that the metric "zero

substantiated complaints" provides information about CEOP effectiveness.

In measuring CEOP effectiveness, APS did not take trends in the total number or rate of customer

complaints into consideration. As demonstrated by complaint statistics maintained by the Acc, there

was a significant increase in the number and overall rate of "informal" complaints registered by the

Commission during the three years from 2016 through 2018.

Evaluation of CEOP Effectiveness - Non-Solar Customers

Decision No. 76295 approved higher customer rates and new modernized rate plans. This is the first

time a company in Arizona implemented a rate increase in conjunction with complete structural

overhaul of tariffs, particularly residential tariffs, in the same proceeding. Many of the complaints that

customers voiced were largely features of the new modernized rate structure in conjunction with the

approved rate increase, rather than a direct result of the CEOP. These included:

.

The modernized Rate Design.

The most customers were required to transition to a new rate plan. In some cases, customers

with one-part "standard" rates were required to move to time of use rates, or even three-part

demand rates if they wanted to minimize or avoid bill increases. Some customers refused to

move to rate plans with demand components even when these rate plans were estimated to be

the most economical, because they weren't familiar with and didn't trust having APS bill them

for demand.

Even under the most economical rate plan options available, the new rate plans sometimes

caused customer bills to increase beyond what had occurred with the transition rate increase

implemented in August 2017, creating a perception that APS was raising rates twice.

The new rate plans, combined with the 2017 rate increases, raised electric bills more for some

customers than for others.

In some cases, even customers who made behavioral changes could not prevent bill increases

due to rate plan transition.

A review of the CEOP found that many of the complaints that non-solar customers voiced were features

of the rate increase and the modernized rate design, rather than the CEOP and its messaging.

Nevertheless, CEOP messaging to non-solar customers was deficient in two respects, as discussed

below, and the deficiencies appear to have contributed to customer dissatisfaction.
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Rat e Increase an d Rate Plan Messaq inq Defic iencies

The most significant issues with APS's CEOP was the lack of specificity with respect to the rate increase

and the variation of results customers could experience under the new rate plans.

. APS advertised the average rate increase to be 4.5% or about $6 a month per customer. Apart

from the sentence "the impact on your bill will depend on your actual energy consumption,"

APS did not provide meaningful information about how much more of an increase some

customers might experience under new rate plans, especially if they did not change their usage

habits. It did not disclose that the 4.5% / $6 a month estimate excluded potential changes in

"adjustors," taxes and fees outside of the rate case.

APS's primary CEOP tagline, "Shift, Stagger, and Save" and the names it gave to its new rate

plans, most of which begin with the words "Saver Choice," left customers with the impression

that once they moved to the new rate plans they would at best see reduced bills, or, at worst

see savings after they "shifted" their energy usage. For example:

O Some customers did not experience savings because they did not shift their usage, and /

or they were not moved to "most economical" rate plans. In particular, customers who

were placed on the time-of-use Saver Choice plan or the one-part Premier Choice plan

were least likely to "save" as a result of their new rate plan. Many of these customers

perceived a second rate increase when they moved from transition rates to the new

rate plans in 2018.

O Depending on individual circumstances, electric bills could increase as a result of the

change in rate plans even when customers selected the most economical rate plan and

shifted their energy usage.

When APS implemented the rate increases in midAugust 2017, the Company notified customers

through a bill insert. They also issued a press release intended to provide notice to the public through

the media. In both cases, the information provided concerning the rate increase was limited to

notification of an average of 4.5% rate increase that would increase bills for a typical residential

customer by about $6 a month. The notable portion of the bill insert dealing with the rate increase and

changes in rate plans is shown below.

On August15, 201 Z the Arizona Corporation Commission (ACC) voted to approve the

settlement agreement in APS's general rate case. The decision, which took effect on

August 19, 2017, paved the way for investment in a smarter, cleaner energy

infrastructure, more choice and control through new rate options for customers, and

continued solar leadership for Arizona. The bill impact for a residential customer using

an average of 1,035 kwh per month is about a $6.16 per month increase, from

$135.54 to $141.70, or4.5 percent. The impact on your individual bill will depend on
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your actual energy consumption. The decision includes new rote options, with reduced
and realigned on-peak hours that create more choices for customers to control their
energy costs. No immediate action is required on your part. We will send additional
communications in the future about how you can choose among the new plans
(emphasis added).13

It is not unreasonable to expect that most customers would have considered themselves to be about
average, and for them to expect their bills to increase by about S6 per month. During the last few
months of 2017, with cooler temperatures and lower power usage, most customers probably either did
not notice the August rate increase or noticed only a modest bill increase. However, in 2018, APS began
to transition customers from their existing rate plans to new rate plans. Some customers were placed
onto rate plans with different rate structures and customers with a time-of-use component in their rate
were billed based on new peak hours. In order to minimize bill impacts under the new rate plans, most
customers would have needed to both select the most economical rate plan available and change their
energy consumption habits.

Although APS had been promoting its "Shift, Stagger and Save" message in various ways, the rate
increase notice sent in August 2017 did little to warn customers of the potential bill impact of impending
rate plan changes, or changes in certain billing categories not directly connected with the approved rate
increase (adjustors, taxes and fees). Later, when the "personalized" letters were sent notifying
customers that they would be transitioned to new rate plans, the letters also contained no information
warning customers that they could experience bill increases of substantially more than $6 per month.
Instead, the letters contained examples of available new rate plans, which had names suggesting
customers would save money compared with their existing legacy rate plan (i.e., "Saver Choice," "Saver
Choice Plus" and "Saver Choice Max").

After the transition period, customers placed onto rate plans with titles that began with "Saver Choice,"
who later experienced what they viewed as a second rate increase, sometimes became dissatisfied and
felt that APS had been less than transparent about communicating what was going to happen. In terms
of dissatisfaction, it did not matter whether higher bills were due to changes in rate structure or to the
customer's failure to shift or reduce energy usage. Evidence for this can be seen in the customer
comments from the non-solar "rate case" complaints, as summarized in the table below.

13 Response to Staff data request 8.5, Attachment APSAROOO13.
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Table 24- Selected Customer Rate Case Comments

Selected Customer Rate Case Comments - Informal ACC Complaints Filed in 2018

Customer CommentACC Complaint APS Complaint
Data Response Complaint

Attachment Date

180111065 2018-147711 APSAR00410

180214-058 2018148253 APSAR00417

180228 120 2018148451 APSAR00422

180507021 2018150227 APSAR00436

ASPAR00444180618-050 2018 151575

180828- 118 2018 153800 ASPAR00450

understand thatApS needs to make a profit. But when APS public affairs

1/11/2018 reports that the average customer wont see more than a small increase,

and using their rate comparison tool I see l'll be paying on average $75 /

month more, I am outraged.

How is it that my rate can increase twice in one year? I have noticed an

2/14/2018 increase from last year to this year... And now I receive a notice that l'm

being taken off of my current plan and being switched to a new one that

will increase my costs yet again.

Substantial rate increase was approved based on false estimates that

2/28/2018 average bills would increase on average of $6 per month per customer. In

addition new rate plans are being forced upon customers that will further

increase customer cost even though consumption [is] decreased.

The increase was advertised as $5 $6and stated by APS agents "may be

less because you only have 5 hours of ... peak power. In my case I ... see

5/7/5018 a radically different increase... [M]y normalized rate increase is actually

11.5% ... for the same amount of kwh... I have estimated out the new

rate plans will at least cost $586 more this year."

lcould not undersand the rate plans so I called them they informed me to

take the Saver Choice plan. ldid and so my next bill was $732. lashed

6/18/2018 them why is it so high? I called them ... and found out I should have took

Saver Choice Max they said my bill would have been $456.... Keep in

mind every north this goes on I'm paying 30to 40% more than I'm

supposed to be. . . [NIO way is this a 4.5% rate increase."

Not only did APS raise their rates far more that] what was approved.

8/28/2018 They purposely, simultaneiously changed their billing structure so it was

more difficult to calculate the increase."

Source: Response to Staff data request 5.13

Evaluation of CEOP Effectiveness - Solar Customers

At the end of 2018, APS had approximately 75,000 residential customers with solar panels

interconnected with the Company's distribution system, representing approximately 7% of the

residential customer base. Decision No. 76295 required that distributed generation (DG) customers

who filed an interconnection application before the rate effective date would be "grandfathered" for

net metering. The specific settlement agreement language states as follows:

As contemplated in Decision No. 75859, grandfathered DG customers will continue to

take service under full retail rate net metering and will continue to take service on their

current tariff schedule for the length of the grandfathering period.
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It was also established that residential customers who submitted applications to install solar would be
eligible for retail net metering under grandfathering provisions, as long as they submitted an application
by the end of August 2017 and their system was approved by APS for installation by the end of February
2018. This created a surge in customer solar applications as the August deadline approached and led to
confusion about installation plan requirements. The surge in demand and attendant confusion made it
difficult for some applicants to get installation plans approved by APS, and so the installation approval
deadline was eventually extended to the end of May 2018.

Solar Customer Outreach and Communication

APS's CEOP included communications with both solar customers and installers. Outreach included
personalized letters to solar customers. The following are the important areas in which the CEOP did
not adequately inform solar customers and applicants:

. Non-solar customers were permitted to apply for solar until August 31, 2017 and receive
grandfathered net metering. It was important for these future solar customers to understand
the benefit they would derive from net metering was dependent on the type of legacy rate plan
they had, and that they had until August 31 not just to apply for solar, but also to change their
legacy rate plan.

. APS had a rate comparison tool which assisted customers in picking one of the new rate plans
approved in Decision No. 76295. However, the tool did not provide any communication to
explain the interplay between legacy rate plans and solar net metering.

• Personalized letters and other communications with existing solar customers also failed to
explain the interplay between net metering and their legacy rate plans, or that they had until
August 31 to change their rate plans.

Net Meterinq and Leqacy Energy Rates

Existing solar customers and customers who submitted an application to APS by August 31, 2017 were
"grandfathered" into net metering. This meant they were also "grandfathered" into the legacy energy
rates governing what they consumed from APS, meaning they were the only customers allowed to keep
these rates after the new rate plans discussed above went into effect.

In most cases, solar applicants who found they were on a legacy rate plan with a demand component
may have found it beneficial to change their rate plan to one without a demand component. APS
permitted this, but only until August 31, 2017, the deadline for new solar applicants to qualify for net
metering. After this point in time, if an existing or future solar customer found themselves on a rate
plan with a demand component, or if they were on a two-part rate, they were limited to the rate plan
they were on unless they wanted to forfeit grandfathered net metering.
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Customers on legacy rate plans that included demand components (tariffs ECT1R and ECT2) would

probably have found it advantageous to switch to either the available time-of-use rate (ET-2) or the

"standard" onepart block rate (E12), and in some cases customers on ET-2 might also have found it

advantageous to switch to E-12. However, these changes were not always made in time.

APS's messaging did not inform existing customers or new applicants of either the August 31, 2017

deadline for changing legacy rates or the potential advantages of doing so. Other APS messaging, in

particular, the messages sent in personalized letters and posted on the ApS.com rate comparison tool

page, served to create confusion among current and future solar customers prior to the August 31, 2017

deadline. As made evident by some solar complaints, existing and future customers were sometimes

unaware, before it was too late, of the potential advantages of various legacy rate plans under net

metering, in part because they believed that nothing was required of them to take full advantage of the

net metering rules. Messages such as the following reinforced this belief:

"No action is required on your part. As a grandfathered solar customer, you will not be

required to move to one of the new rate plans recently approved by the ACC." (Letter sent

to existing solar customers in August 2017) (emphasis in the original."

Attention Solar Customers: Please note that Grandfather (sic) Solar Customers and those

Solar Customers who are in the queue awaiting interconnection are NOT required to select a

new rate plan" (emphasis in original) (APS Rate Comparison Tool on the APS.com website).'5

This confusion became evident when reviewing complaints by solar customers, most of whom

complained when they found out they could not change legacy rate plans after August 31, 2017 and had

been unaware of the need to do SO prior to the deadline. In some cases, as customers submitted solar

applications on or near the August 31, 2017 deadline, the time available to consider and request a

legacy rate plan change was short. The solar application and the rate change request would have had to

have been submitted on the same day (August 31, 2017). To the extent solar customers and applicants

had sufficient time to consider a rate plan change, APS's rate comparison tool did not incorporate legacy

rate plans or retail net metering.

Solar Customer Complaints

Of the 257 "rate case" complaints APS logged in 2018, 46 (18%) were classified as solar complaints, an

amount that was disproportionately high compared with APS's solar customers, who accounted for less

than 8% of the residential customer base at the end of 2018. Our sample of 51 complaints included 13 of

these, which were analyzed in detail.

14 2018 Pinnacle West Form 10K, pp. 18 and 121 and Response to Discovery, Staff 2.38 (APSAR00294, p. 1 of is).
is 2018 Pinnacle West Form 10K, pp. 18 and 121 and Response to Discovery, Staff 2.38 (APSAR00294, p. 1 of is).
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Solar Complaints for Which APS Denied Requested Legacy Rate Chanqes

Most of the solar complaints in our sample resulted from customers who became aware in 2018 that

they were not on the legacy energy rate they desired, but when they inquired were told by APS that

they were past the deadline and could not change their rate unless they wanted to forfeit net metering.

lt is clear from the complaints that some solar customers were uninformed and unaware of the need to

make changes in legacy rate plans at the time they applied for solar installations. Proper messaging

from APS concerning changes in legacy rate plans, targeted primarily to solar applicants, but also to their

installers, would have prevented some of these complaints.

Our sample contained two complaints for which APS granted the solar customer a change in legacy rates

after the August, 2017 deadline. These are noteworthy because they indicate a possibility that other

solar customers who are not in the database because they had their rate plan requests granted after the

deadline were treated differently than the customers that appear in the complaint database. It begs the

question as to whether APS treated its solar customers consistently with respect to post-deadline

requests for rate plan changes.

Evaluation of CEOP Effectiveness - Adjustor Mecnanisms

There was significant confusion regarding the adjustor mechanisms and their relationship to and impact

on the average 4.54% / $6 a month bill increase. monthly average bill increase was derived by taking

the approved 15.90% overall increase in base rates less the adjustor transfer of 11.36%. Decision No.

76295 approved $267,953,000 of costs that were previously recovered through adjustor mechanisms to

be transferred into base rates. The increase in base rate revenue caused by this transfer was offset by

the decrease in adjustor mechanism revenue. Therefore, it was revenue neutral.

However, due to the timing of the annual updates of some of the adjustor mechanisms, the transfer was

very confusing. For example, there is a oneyear lag for the LFCR update. This update, and some

others are outside the rate case process and therefore were not considered in the rate case. During

2018, APS had the following adjustor mechanisms which are described below:

.

.

.

.

•

.

.

Power Supply Adjustor (PSA),

Transmission Cost Adjustor (TcA),

Lost Fixed Cost Recovery Mechanism (LFCR),

Environmental Improvement Surcharge (Els),

Demand-Side Management Adjustment Charge (DSMAC),

Renewable Energy Adjustment Charge (REAC), and

Tax Expense Adjustment Mechanism (TEAM).
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Power Supply Adjustor  (PSA)

The PSA mechanism is designed to recover fuel and purchased power costs and other production-

related variable costs to the extent those costs deviate from the Company's PSA cost included in base

rates. The PSA typically adjusts annually at the beginning of February. In 2017, it also was adjusted in

the interim when the most recent rate case was decided.

Transmission Cost Adjustor (TCA)

With the introduction of a formula rate-setting methodology at the Federal Energy Regulatory

Commission (FERC) in 2008 to more accurately reflect and recover certain costs that APS incurs in

providing transmission services, an adjustor was established to permit the recovery of charges for

transmission costs associated with serving the Company's retail customers through an automatic

adjustment mechanism. However, the Commission retains the right to suspend such changes as it sees

fit.16 The formula rate is updated annually on June 1.

Lost Fixed Cost Recovery Mechanism {LFCR)

The LFCR is designed to recover fixed costs of providing services (e.g., power poles, wires, other delivery

infrastructure) that would otherwise have been collected but for mandated energy efficiency and

distributed generation requirements which effectively reduce customer energy consumption.

Environmental  Improvement Surcharqe (ElS)

The ElS provides for the recovery of the capital carrying costs of actual environmental investments made

by APS not already recovered in base rates (as approved in Decision No. 76295) or through another

Commission-approved adjustment.

Demand-Side Monoqement Adjustment Charqe (DSMA C)

The DSMAC provides for the recovery of demand-side management (DSM) program costs and energy

eff iciency performance incentives. DSM program costs are limited to those programs approved by the

Commission in the annual Energy Eff iciency Implementation Plan (a.k.a. the Demand Side Management

Implementation Plan)." On residential customer bills, the DSMAC is combined with the Renewable

Energy Adjustment Charge and presented as the "Environmental Benefits Surcharge".18

Renewable Enerqy Adjustment Charqe (REAC)

16 2018 Pinnacle West Form 10K, pp. 18 and 121 and Response to Discovery, Staff 2.38 (APSAR00294, p. 1 of 35).
17 Response to Discovery, Staff 5.5.
18 Response to Discovery, Staff 2.38 (APSAROOZ97, p. 3 of 3).
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The REAC recovers the cost of renewable energy programs included in the Company's annual Renewable

Energy Standard Implementation Plan and approved by the Commission that are not otherwise

recovered in base rates or other adjustor mechanisms. As noted previously, it is combined with the

DSMAC on residential customer bills and presented as the "Environmental Benefits Surcharge".19

Tax Expense Adjustment Mechanism (TEAM)

The TEAM was approved in the August 18, 2017 decision by the Commission (Decision No. 76295) to

enable the pass through of material income tax effects resulting from potential federal income tax

reform legislation to customers. Later that year, the Tax Cuts and Job Act was enacted, and as a result,

the corporate tax rate was reduced from 35% to 21% effective on January 1, 2018.20

Four Corners Rate Rider and the System Benefits Adiustmen t

The recovery of costs for two adjustor mechanisms, the Four Corners Rate Rider and the System

Benefits Adjustment, were transferred to base rates, and separate tracking of applicable costs was

ended.

CEOP EXPENDITURES

The CEOP expenditures authorized in Decision No. 76295 were examined the expenditures to determine

whether they were:

• Directly associated with the CEOP,

• Reasonable in nature given the objectives of the CEOP,

. Incremental to implementation of the CEOP (as opposed to expenditures that would have been

made absent the CEOP).

CEOP Expenditure Projects and Cost Categories

APS provided details of the expenditures under the $5 million CEOP authorization and the following list

of projects and expenditures that had been made through February 2019.

19 Response to Discovery, Staff 2.38 (APSAR00298, p. 2 of 2 and APSAROOZ97, p. 3 of 3).
20 Response to Discovery, Staff 2.38 (APSAR00299, p. 1 of 15) and 2018 Pinnacle West Form 10K, p. 58.
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Table 25- APS CEOP Expenditures

Project it

Project Title APS CEOP Expenditures

September, 2017 through February, 2019

Amount

Expended

DSM2187 Rate Analysis

DSM2188

DSM2189

System Integration &Testing

Materials & Printing

DSM2190 NonResidential Education

Customer ToolsDSM2197

Mass MediaDSM2198

DSM2189 Outside Services / Agencies

RoadshowsDSM2190

Project Description

Analysis of rates for personalized communication
$1,165,080 with APS residential customers, including the rate

comparison tool.
$298,073 IT and technical implementation costs

$1 198 266 Print and mail personalized communications to

' ' residential customers paid to outside printers.

$9,335 Communications about rate changes to non-

residential customers including a rate workshop.
Sweepstakes program costs, including the costs of

$1364,966 10,200 smart thermostats and 2,500 "smart plugs"
given to residential customers.

Customer communication through radio, outdoor
$757,637 billboards, community print ads, and social media

digital and interactive ads throughout APS territory.
Marketing agency fees, support for conducting

$52 465 customer focus groups on service plan features
' naming conventions and service plan options, and

Spanish language consulting services.

Travel costs associated with rate review community
$2,012 open hours hosted throughout Aizona to provide

information and answer customer questions.
$4,847,834Total CEOP Projects

Source: Response to Staff Data Request 2.62

APS also provided information about the nature of the costs underlying its CEOP expenditures.

Table 2-6- APSCEOP Expendituresby Cost Type

APS CEOP Expenditures by Cost Type

Amo u nt

$4,279,777

$94, 137

$473, 921

$4, 847, 835

Type of Cost

Outside Vendor Materials and Services

APS Employee Payroll and Overheads

internal Cost Allocations or Transfers

Total CEOP Expenditures by Cost Type

Source: Response to Staff Data Request 2.62

Review of CEOP Payments for Outside Materials and Serv ices

Through February 2019, 39 vendors have provided materials and services categorized as authorized

CEOP expenditures by APS. The three largest vendors, in terms of total payments, accounted for 62% of

total CEOP expenditures on outside materials and services, and 54% of total CEOP expenditures.
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Table 27- APS Vendors Accounting for Significant CEOP Outside Materials and Services Expenditures

APS Vendors Accounting for Significant CEOP Outside

Mater ials and Services Expenditures

Company Project

Rate Analysis

Customer Tools

Mass Media

GridX Inc.

LUX Products Corp.

Lavidge Co.

A m ou nt

$877,500

Sl, 025, 294

$735,084

$2,637,878

S4, 279, 777

62%

Total These Vendors

Total Outside Provider Expenditures

pct. These Vendors

Source: Response to Staff Data Request 5.14

In each case, the expenditures made for services and materials related directly to customer education

and outreach activities.

Services Provided by GridX Inc.

APS stated that the services provided by GridX were related to customer-specif ic rate analyses used in

the personalized communications APS employed as part of its customer education effort. Specif ically,

GridX developed application programming interfaces (APIs) to provide results of APS's analysis of the

costs that individual customers would incur under the new rate plans and rates authorized by the

Decision No. 76295. The Company further stated that GridX services directly supporting the CEOP effort

and rate tolls were provided from 2017 through May 2019.

The expenses for GridX were associated with work to develop and improve the APS rate plan / rate

comparison tool. As such, the expenses were properly classified by APS as CEOP expenditures and

directly contributed to the production of  the APS rate analysis tool that was a primary component of  the

CEOP.

Ma terials Provided by Lux Products Corp.

APS's purchase order supports $728,000 of the approximately $1,025,000 in payments to Lux and lists

the following items:

.

.

4,000 Lux GEO-WH03 @ $90 each = $360,000

4,000 Lux GEO-WH03 @ $92 each = $368,000
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APS provided a change notice which supported an additional $203,000 for an additional 2,250

thermostats. APS stated the remaining $94,000 was sales taxes associated with the purchase of all of

the  thermostats ."

Services provided by Lavidqe Co.

APS utilized Lavidge Co. to assist with customer communication through digital and media services. APS

described the expenses associated with Lavidge as "customer communication through radio, outdoor

billboards, community print ads, and social media digital and interactive ads throughout APS's service

territory."22 The total expenditures of $735,000 were appropriate.

Rev iew of " Em pl oyee Sal ar i es  and  Rel ated  Overheads"  Charged  to  CEOP Pro j ec t Orders

A total of $94,137 (2%) of the costs charged to CEOP project orders consisted of "payroll" and related

payroll taxes." APS stated that "[m]ost of the labor expenses associated with outreach, education, and

transition of all customers were absorbed in the APS business units and not charged to the $5M

allocation." This procedure is appropriate given that internal APS labor costs, apart from employees

hired for the purpose of working directly on CEOP efforts, would not have been incremental to the

CEOP, as such, the costs should be recoverable by APS through base rates rather than through special

funding, such as the CEOP authorization. APS further stated that the $94,137 in labor expense charged

to CEOP project orders was associated with contractor resources needed to supplement APS staff during

"stabilization."2"

In response to a follow-up data request, APS stated that while the payroll expenses charged included

time associated with 12 employees. How much of the $94,000 in payroll is incremental contractor

expense and how much is non-incremental employee payroll is unclear, however, as noted above, total

payroll constitutes only about 2% of total CEOP expenses,. APS's response to our data request

concerning payroll charged to CEOP projects stated as follows:

Over 200 AP5 employees and contractors worked on the customer outreach,

education and transition project. Of these 200 employees, 12 APS employees did

charge their time to the SSM authorization for incremental work directly tied to

the outreach, education and transition of customers. Eleven of the 12 employees

work in /T and the remaining employee works in Customer Service. As stated in

APS's Response to Staff 2.63, APS spent approximately $3M for technology

enhancements not charged to the SSM authorization. This additional 53M

included incremental system upgrades and contractor labor.25

21 Response to Staff data request 6.18 and Attachment APSAR00543 (Change Notice for additional thermostats).
22 Response to Staff data request 5.14.
23 Response to Staff data request 2.62, Attachment APSAR00344.
24 Response to Staff data request 2.62.
25 Response to Staff data request 6.19
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Review  of  " Internal  Cost  A l locat ions or  Transfers"  Charged to CEOP Project Orders

APS charged a total of $473,921 described as "internal cost allocations or transfers" to CEOP project

orders." Nearly all of this, $471,682, consisted of "materials and supplies" described as "printing and

mailing costs for personalized communications to residential customers using APS's print shop....1127 To

the extent the print shop expenses were incremental to the CEOP activities, and would not have

otherwise been incurred, it was appropriate to apply the costs to CEOP project orders.

APS's worksheet reflected approximately 200 individual amounts charged to "DSM2189 - Materials and

Printing" and totaling approximately $465,000. The associated line descriptions primarily reflected

direct mail associated with customer rate migration." Based on this information, the amounts that

represented incremental costs associated with the CEOP are satisfactory.

FINDINGS

CEOP Methods, Procedures and Customer Reach

16. The majority of the information communicated to customers in APS's CEOP was reasonable and

understandable. Some of the most important information was conveyed in personalized letters

describing new rate plans, including the rate plans "most like" customers' existing rate plans,

and the rate plans likely to be "most economical" given customers' recent historical usage.

17. The scope of the CEOP was adequate to reach APS's entire residential customer base. The most

important information concerning rates and rate plan changes was communicated through bill

inserts or direct mail (e.g. personalized letters describing new rate plans) mailed or emailed to

all customers. APS provided direct communications in Spanish for customers who selected

Spanish as their language for billing. Limited exceptions to complete customer reach for all

CEOP messaging included:

APS did not have email addresses for approximately 45% of its residential customer base.

Radio and billboard advertising related to the CEOP was confined to the Phoenix metro area.

18. As part of the CEOP, APS created several tools to assist customers in selecting new rate plans

and managing their electricity usage. The most important of these was a rate comparison tool

on the APS website which enabled customers to compare projected annual costs under their

existing legacy rate plans and among available new rate plans. lt remains available to assist

customers in selecting among available rate plans. Customer dissatisfaction caused by higher

ze Response to Staff data request 2.62, Attachment APSAR00344.
27 Response to Staff data request 2.62.
28 Response to Staff data request 7.4, Attachment APSAR00551.
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bills and the new modernized rate plans may have been worse had the rate comparison tool not

been available.

19. Due to the timing of the annual updates of some of the adjustor mechanisms, the transfer was

confusing to at least some customers and the impact of the transfer was not properly

communicated by APS.

CEOP Effectiveness - Non-Solar Customers

20. An analysis of a sample of 2018 customer complaints classified by APS as "rate case" related

shows the following:

Some customers believed that the 4.5% / $6 per month average rate increase advertised by

APS in 2017 significantly understated the actual increase and amounted to misinformation.

Some customers believed that the rate plan transition that occurred in spring 2018, which

followed the rate increase under legacy rate plans in 2017, amounted to a second increase

in their utility rates.

Some customers seemed to be more upset with being moved to new, sometimes differently

structured rate plans, and rate plans with different peak hours, than they were with the

2017 rate increase.

Some customers who moved to new rate plans experienced or perceived that the rate plans

caused significant increases in their bills.

Some customers were unhappy with being placed on rate plans with a demand component.

21. The information provided by APS in its rate increase notices and personalized letters failed to

convey certain important details, including the following:

• The "average customer" rate increase percentage and bill impact (4.5% increase, $6 per

month) disclosed in customer notices and press releases failed to adequately convey that

the impact of the modernized rate design on individual customers could vary widely, and

over time, depending on customer-specific circumstances and changes in other customer

bill components such as adjustors, taxes and fees, that were not included in the average

percentage or bill increase disclosed in the notice.

The rate plan transition letters mailed in the first few months of 2018 failed to adequately

convey that customers could experience additional increases in their bill (in addition to

those that occurred with the transition rates were increased in 2017), depending on

customer-specific circumstances, which included the specific rate plans customers were on

before and after the transition and the customer's willingness and ability to make changes in

energy usage under the new rate plans, such as shifting usage to accommodate new on-

peak hours and demand charges.
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CEOP Effec ti veness - Solar Customers

22. APS's CEOP messaging did not inform solar customers or applicants of the August 31, 2017

deadline for changing their legacy rate plans or the potential advantages of doing so.

23. Solar customer complaints show that existing customers and applicants were sometimes

unaware of the potential advantages and disadvantages of dif ferent legacy rate plans under net

metering because they believed that nothing was required of them to take full advantage of the

net metering rules.

24. APS's rate comparison tool did not incorporate legacy rate plans or retail net metering, which,

had it been available before the August 31, 2017 deadline, would have permitted solar

customers to assess the benefits of dif ferent rate plans under net metering.

25. Although August 31, 2017 was the stated deadline for solar customers and applicants to change

their legacy rate plan, there are examples in which APS made exceptions, allowing customers to

change rate plans after the deadline.

CEOP Expendi tures

26. APS charged $4.85 million to CEOP project orders (against its $5 million expense authorization)

between September 2017 and February 2019. Of this, $4.28 million (88%) was for outside

(vendor) materials and services, $474,000 (10%) was primarily internally~incurred print shop

costs and $94,000 (2%) was payroll associated with contract and full time APS employees who

charged time to CEOP projects.

27. Overall, CEOP expenses incurred between September 2017 and February 2019 appear to have

been reasonable, directly related to CEOP activities, and incremental to the CEOP effort.

28. The expenses associated with the three largest CEOP vendors, accounting for 62% of total CEOP

vendor costs, and found that all three vendors provided services directly applicable to CEOP

efforts. Evidence indicates that the costs were properly incurred and were incremental to the

CEOP. These services and expenses were found to be appropriate.

29. Payroll expenses charged to CEOP project orders account for only $94,000 (2%) of the total

amount charged against the $5 million authorization through February 2019. This amount is

immaterial relative to the $5 million authorization.

30. Internal cost allocations and transfers charged to CEOP which were found to be appropriate.
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RECOMMENDATIONS

1. It is reasonable to have APS fund and implement a Customer Outreach and Education Program
that will be developed and administered by Commission Staff. Therefore, it is recommended
that Staff select and hire an independent consultant, which is to be funded by APS, to develop a
program to properly and adequately educate customers on all aspects of APS's rate plans.

2. lt is in the public interest for APS to provide customers with proforma billing information on how
much they would pay given their actual usage during each if the customer was on his/her most
economical plan.

3. In future rate cases, APS should thoroughly explain and quantify the impact of adjustor
mechanisms on rates.

4. It is reasonable for an independent third party to form a stakeholders' group to collaborate on
better ways to communicate the impact changes and adjustor mechanisms on residential
customers and to make suggestions for more effective ways to educate customers on rate plans
and ways to cut back on energy usage.

5. lt is reasonable for APS to allow an additional opportunity for customers to switch rate plans for
at least a four-month enrollment period. At any time during this enrollment period, customers
will be allowed to select a different rate plan.

6. APS should identify ratepayers whose bills have increased by more than 9 percent under the
new rate plans, based on 2015 Test Year determinants, and those ratepayers who are not on
their most economical plan, and shall provide the most impacted ratepayers with targeted
educational materials that explain: (1) the various rate plans, (2) the customer's various
options, (3) comparative usage data for their current plan and their most economical plan, (4)
the opportunity to switch plans.

7. It is reasonable for APS to prepare and Staff to use a "bin-analysis" to provide more meaningful
notice of estimated bill impacts to customers.

8. APS should provide grandfathered net metered solar customers with legacy demand rate (ECT-
1R EPR and ECT2 EPR) an additional opportunity to switch to a rate plan that enables them to
fully benefit from net metering (E-12, ET-1 or ET-2). APS should provide notice to these
customers to ensure they are made aware of the opportunity to switch to a more advantageous
legacy rate plan. In addition, APS should provide educational materials informing these
customers about the advantages and disadvantages of each legacy rate plan that can be paired
with solar net metering. Further, the window of opportunity to switch rate plans should remain
open for a reasonable time (e.g., the remainder of 2019) to ensure that all remaining demand
rate solar customers have either transitioned to another legacy rate plan or positively confirmed
for APS that they wish to remain on their existing demand rate.
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3. BILLING DETERMINANTS AND RATE DESIGN

OVERVIEW

The billing determinants used by APS in the Proof of Revenue from Decision No. 76295 in its 2015 rate

case were reviewed and compared the Company's assumptions from 2015 to the actual customer billing

determinants used in 2018. A summary of projected 2015 and actual 2018 determinants for rate class

groupings is shown below."

Table 31 - Billing Determinants Summary

Average
Customers

2018Actual
Adjusted Base Revenue

MWh ($000)

2015 Adjusted Test Year
Average Adjusted Base Revenue

Customers MWh ($000)

420,207
329,997
263,930
32,856

1,046,990

494,809
711,080
457,730
66,569

1,730,188

3,583,261
5,221,299
3,850,894

456,767
13,112,221

14,103,822

514,215

27,730,258

456,301
372,869
192,225
79,421

1,100,816

131,887

2,746

1,235,449

2,895,587
4,523,363
5,759,371

238,216
13,416,537

14,089,945

509,135

28,015,617

1,47s,73s

65,213

3,z71,137

398,475
620647
674,708
29,154

1,722,984

1,463,595

64,900

3,251,479

Rate Class
Residential
Basic Rate Plans
Time-of-Use Energy Plans
TimeofUse Demand Plans
Solar Rate Plans
Subtotal Residential

General Service 127882

Other* 2,460

Totals 1,177,332
* lighting and irrigation rate schedules.

Overall, 2018 base revenue was materially consistent with APS's test year projections, as revised to

adopt the approved rates in Decision No. 76295. However, there were significant variations within the

residential rate classes that are further discussed in the following sections.

Table 3-2 - AverageCustomers

Ave rage Customers

Actual Projected

2018 2015 DifferenceResidential by Rate Type

Basic Rate Plans

Time of Use - Energy

Time of Use - Demand

Subtotal - Non solar

%
9%

13%
(27%)
1%

456,301
372,869
192,225

1,021,395

36,094
42,872

(71,705)
7,261

420,207
329,997
263,930

1,014, 134

Solar Rate Plans 46,56579,421 32,856

Total

142%

5%1,100,816 1,045,990 53,826

29 Response to Discovery, Staff 4.5 (APSAR00370).
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Because the Company transitioned customers to new rate plans in May 2018, the analysis above groups

customer counts in the legacy and new rate plans by the rate plan characteristics (i.e., two-part or three

part rate). The data shows that more customers were on basic rate plans than expected, and

significantly fewer customers chose to move to demand rates. Participation in solar rates more than

doubled from 2015 due to the accelerated adoption of rooftop solar installations.

Analysis of rate plan enrollment data as of December 31, 2018 provided additional insight into customer

distribution relative to expectations from the 2015 rate case:3°

Table 33 - Customers by Rate Class

Rat e Class Difference

Cust omer s  by  Rat e Class

Actual  at Pr o jec t ed

12/31/2018 2015

TOU- D

14,283
(13,058)
17,065
55,132

(50,443)
12,426

257,346
139,107
23,417

330,135
115,116
148,045

968
12,019
5,584

14,019
351
883

R-XS

Basic Rates R-BASIC

RBASI C L

R-TOU-E

R-2

R-3

R-TECH

E-12 EPR

ET-1 EPR

Solar Rates ET-2 EPR

ECT-1R EPR

ECT-2 EPR

%
6%

(9%)

73%
17%

(44%)

8%
(98%)
144%
60%

142%
58%
232%

271,629
126,049
40,482

385,267
64,673

160,471
18

29,367
8,924

33,915
553

2,931

(950)
17,348
3,340

19,896
202

2,048

The higher number of customers on basic rates is evidenced in the R-XS and RBASIC L rate classes.

While the larger customer count in the smallest rate plan (R-XS) is comparable to the overall growth in

APS'S customer base, the variance in the R-BASIC L rate class suggests that customers did not migrate

from basic to time-of-use rates based on the numbers the Company anticipated. More customers than

expected on the demand rate class group migrated to the R-3 rate, which has higher demand charges

and lower per-kWh energy charges than the R-2 rate. However, there are substantially fewer customers

in the R2 rate class than estimated.

Furthermore, the increase in solar customers between 2015 and 2018 may partly explain the lower than

expected numbers in other rate classes. APS did not make any projections in the 2015 rate case for

conversions to solar rates; hence, the 2015 figures represent the actual count of solar customers during

that test year. These customers migrating to solar from other rate plans had a material impact on the

variances in the Company's forecast.

30 APSRate Migration Report - 1231-18 and Response to Discovery, Staff 4.5 (APSAR00370).
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During the transition, customers could elect to move to a qualifying rate plan. APS moved these

customers onto rate plans most similar to their existing rate plan. According to the Company, 669,831

customers were defaulted to a "most like" rate plan as of May 18, 2018. However, for approximately

56% of those customers, the "most like" rate plan was not the most economical based on their prior

twelve-month consumption data."

CONSUMPTION ANALYSIS

MWh Sold

30000000

2 s.000.000

20000000

1 s0 0 0 0 0 0

10009000

5000000 l l l l
2015 201s 20 n

I Residential . Commerc ial/OMer

Despite a 5% increase in the APS customer base,

electricity consumption, as measured in

megawatt-hours (MWh) sold, was relatively flat

in the 2015-2018 time period." In its 2018

annual SEC filing, the Company noted,

"[i]mproving economic conditions and customer

growth were offset by energy savings driven by

customer conservation, energy efficiency, and

distributed renewable generation initiatives."33

Residential customers consistently accounted

for 47% of total sales throughout the period.

Electricity sales to residential customers in 2018 generally matched APS's 2015 projections in total, but

showed some variability among rate types, as shown below.34

Table 34 and 3-5 - MWh Sold by Rate Type and Annual kwh per Customer

_ _
Basic Rate Plans

Time of Use Energy

Time of Use Demand

Subtotal Non solar

Basic Rate Plans

Time of Use Energy

Time of Use Demand

Subtotal Non solar

7853

14003

20033

12,390

6891

13707

21822

12995

2,895587

4523363

5759371

13178321

3583261

5221299

3850894

12655,454

24%

15%

(33%)

(4%)

962 14%

296 2%

(1789) (8%)

(505) (5%)

687674

697936

(1908477)

(522867)

Solar Rate Plans

Total
Solar Rate Plans

Total
5751

11911

456767

13 112221

238216

13416537

7250

12814

(21%)

(7%)

92%

(2%)

218551

(304316)
(1499)

(903)

The trends are similar to those discussed in the customer analysis above. Relative to the 2015

estimates, higher consumption by customers in basic rate plans was offset by lower consumption by

customers on demand rate plans. Solar consumption increased commensurate with the large growth in

customer base but was lower on a per-customer basis. The customers who switched to solar during the

2015-2018 timeframe used considerably less energy than those who had solar rates during the 2015 test

year.

31 Response to Discovery, Staff 9.1.

32 Based on Response to Discovery, Staff 4.5 (APSAR00370) and APS FERC Form 1 Reports.
33 Pinnacle West Form 10-K for the year ended December 31, 2018, p.63.
34 Based on Response to Discovery, Staff 4.5 (APSAR00370).
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REVENUE ANALYSIS

Base Revenues

Overall, APS's 2018 base revenues from retail electric sales were consistent with the 2015 forecast, with
total base revenues of $3.27 billion approximately 1% higher than the projected amount of $3.25 billion.
The variations for rate types in residential segment are summarized on the following table:35

Table 3-6 - Base Revenues

Difference

Base Revenues (000's)

Actual Projected

2018 2015Residential by Rate Type
Basic Rate Plans
Time of Use - Energy
Time of Use - Demand
Subtotal - Non solar

$ 398,475

S 620,647

$ 674,708

S 1,693,830

$ 494,809

s 711,080

s 457,730

$ 1,663,619

%
24%
15%
(32%)
(2%)

s 96,334

S 90,433

s (216,978)

$ (30,211)

Solar Rate Plans

Total

S 66,569 $ 29,154 S

s 1,730,188 s 1,722,984 s

37,415 128%
7,204 0%

The distribution of revenue collected from customers in the various rate plans was very similar to the
energy consumption trends noted above, with higher collections from basic rate plans and lower
collections from demand rate plans.

BILL COMPARISONS

The impact of the rate increase on residential customers was analyzed by comparing typical bills for
customers consuming similar amounts of energy under the legacy rate plans (prior to the application of
the rate increases in August 2017) to the current tariffs. According to Decision No. 76295, the average
base rate impact to residential class customers was expected to be 15.90%, which was comprised of a
general rate increase (4.54%) and a reallocation of adjustor collections into the base rate (11.36%).36
The adjustor transfers were fully offset through corresponding lower adjustor charges. The analysis
focused on the impact to base rates. Thus, the full 15.90% was presumed to be the average bill
increase. Similarly, the 2018 base rates did not contain the impact of changes in the adjustor
mechanisms since 2015.

35 Response to Discovery, Staff 4.5 (APSAR00370).
36 See Acc Decision No. 76295 Attachment 1, Settlement Agreement, Appendix L.
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Basic Rate Plans

Residential customers on APS's legacy basic rate tariff E-12 that did not elect a different rate plan during

the conversion were transferred onto the R-XS, R-BASIC or R-BASIC L tariffs, depending on their average

monthly energy usage. To qualify for the R-XS tariff, monthly consumption must be below 500 kwh,

while the R-BASIC tariff consumption must be below 1,000 kwh per month. Larger customers were

moved to the R-BASIC L tariff but this rate plan was frozen to new customers. The bill comparisons for

each tariff are shown below."

Table 310 - Typical Bi ll Comparison - RXS Tariff (Lite Choice)

kwh b lock

2018 Rate 2015 Rate

R-XS R-12 Difference %

3.30

5.29

7.28

9.26

7.11

18%

19%

19%

20%

12%

s
s
s
s
s

s  2 1 .5 4

S  3 3 .2 1

$  4 4 .8 9

S  56 .56

s  6 8 .2 3

s 18.24
s 27.92
s 37.61
s 47.30
s 61.12

S 17 .97

s  2 7 .3 8

s  3 6 .8 0

s  4 6 .2 2

S 55 .64

the base rate

$ 3.57

S 5.83

s 8.09

s  1 0 .3 4

s  1 2 .5 9

impact and

20%

21%

22%

22%

23%

does not contain the adjustor transfer or any changes in the adjustor

Summer

0-100

101-200

201-300

301400

401-500

Winter

0-100 S 21 .54

101-200 S  3 3 .2 1

201-300 S 44 .89

301-400 s  5 6 .5 6

401-500 s 68.23

Note: This analysis focuseson
mechanismssince 2015.

37 The underlying data for all bill comparison schedules in this section were provided in APS's Response to Discovery, Staff 8.10
(APSAR00552).
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Table 311 - Typical Bill Comparison - RBASIC Tariff (Premier Choice)

2018 Rate 2015 Rate

R-BASIC R-12 Differencekwh b lock %

7%

0%

- 1%

-4%

6%

s 74.93
$ 88.75
S 102.57
$ 118.73
s 134.90

s 79.90
s 89.15
s 101.54
s 113.93
s 126.33

s 4.97

s 0.40

s (1.03)

s (4.80)

s (8.57)

S 65.05 S 14.85

$  74 .47 S 14 .68

s  8 3 .8 9 s 17.65

s  9 3 .3 0 s  2 0 .6 3

$102.72 s 23.61
on the base rate impact and

23%

20%

21%

22%

23%

does not contain the adjustor transfer or any changes in the adjustor

Summer

501-600

601700

701-800

801-900

901-1000

Winter

501600 s  7 9 .9 0

601700 s  8 9 .1 5

701-800 s 101.54

801900 s 113.93

9011000 s 126.33

Note: This analysis focuses
mechanisms since 2015.
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Table 312 - Typical Bill Comparison - RBASIC LTariff (Premier Choice Large)

2018 Rate 2015 Rate

kwh b lock R-BASIC L R-12 Difference %

11%

8%

6%

4%

2%

1%

0%

-1%

2%

-3%

s 151.07

s 167.23

s 183.40

s 199.57

s 215.74

s 231.90

$ 248.07

s 264.24

S 280.40

$ 296.57

$

$

s

s

S

S
s

s

s

s

S 167.27

s 180.68

s 194.10

s 207.51

s 220.92

s 234.33

s 247.74

s 261.16

s 274.57

s 287.98

16.20
13.45
10.70
7.94
5.18
2.43

(0.33)
(3.08)
(5.83)
(8.59)

49%

49%

48%

48%

47%

47%

47%

47%

46%

46%

s
S
s
S
S
s
s
S
s
s

s 112.14

S 121.55

s 130.97

s 140.39

s 149.81

$ 159.22

S 168.64

$ 178.06

s 187.47

s 196.89

S 167.27

$ 180.68

S 194.10

s 207.51

S 220.92

S 234.33

S 247.74

s 261.16

s 274.57

s 287.98

es not contain the adjustor transfer or any changes in the adjustor

Summer

1001-1100

1101-1200

1201-1300

1301- 1400

1401-1500

1501-1600

1601- 1700

1701-1800

1801-1900

1901-2000

Winter

1001-1100 55. 13

1101-1200 59.13

1201- 1300 63. 13

1301- 1400 67. 12

1401-1500 71.11

1501- 1600 75. 11

1601- 1700 79. 10

1701- 1800 83. 10

1801- 1900 87. 10

1901-2000 91.09

Note: This analysis focuses on the base rate impact and do
mechanisms since 2015.

For small customers on the R-XS rate plan, the rate increase was slightly higher than the average overall

increase of 15.9%. The basic service charges and energy charges increased approximately 1520% for

this group.

A significant change to the basic rate plans eliminated of the inclining block energy charges for summer

months in the legacy R-12 tariff. While the kwh energy charges are higher in the R-BASIC and R-BASIC L

tariffs relative to the R-XS tariff, they are actually lower than the R-12 legacy rate plan energy charges

for all usage over 400 kwh per month. The legacy winter rates were on a single block charge which

increased substantially under the new rate structure, as reflected on the tables above.

Time of Use - Energy Rate Plans

APS customers who were on a two-part rate (a basic service charge per day and an on-peak/off-peak

energy charge) and did not elect a different rate plan were moved onto the R-TOU-E tariff. The new rate

tariff maintained the two-part design, with the peak hours changed to 3:00 p.m. to 8:00 p.m. on non-
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holiday weekdays. The new tariff also introduced a super off-peak rate for certain hours during the

winter billing period that is approximately 30% of the normal off-peak energy charge. The bill

comparison with the legacy ET-2 tariff is shown below.

Table 3-13 - Typical Bill Comparison - RTOUE Tariff (Saver Choice)

2018 Rat e 2015 Rate

R-TOU-E ET-2 Difference

Selected

kwh block %

20%

22%

23%

23%

24%

24%

25%

S 148.07
s 215.70
$ 283.33
s 350.96
s 418.59
s 553.84
S 689.10

s 123.76
$ 177.30
s 230.84
$ 284.37
$ 337.91
S 444.99
$ 552.07

s 24.31
s 38.40
S 52.50
S 66.59
s 80.68
s 108.85
$ 137.03

Summer
901-1000
14011500
19012000
20012500
25013000
30014000
4001-5000

Winter
9011000
1401-1500
1901-2000
2001-2500
2501-3000
30014000
40015000

31%

18%

19%

20%

21%

21%

22%

S 30.52
$ 29.04
$ 40.21
s 51.08
s 62.24
s 84.27
s 106.31

S 130.33
s 189.09
s 247.86
s 306.62
s 365.38
s 482.90
s 600.43

s 99.81
s 160.05
s 207.66
s 255.54
s 303.14
s 398.63
s 494.12

oes not contain the adjustor transfer or any changes in the adjustorNote: This analysis focuses on the base rate impact and d

mechanisms since 2015.

The increases across all usage blocks were higher than the overall 15.9% projected average. The basic

service charge was reduced in the R-TOU-E, tariff, offset by higher energy rates, especially the off-peak

energy charge. The severity of the increases in the winter period was mitigated somewhat by the new

super offpeak energy charge.

Demand Rate Plans

APS offers two demand rate plans in its current offerings. These rate plans have a three-part structure

with a basic service charge, a demand charge based on the highest hourly on-peak demand, and an

energy charge. The R-2 tariff (Saver Choice Plus) has a lower demand charge and higher energy charge

than the R-3 tariff. Most APS customers on a demand rate as of December 31, 2018 were on the R-3

tariff. A comparison of typical bills over a selection of usage blocks from the legacy ECT-2 demand rate

to the R-3 tariff is below.
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Table 314 - Typical Bill Comparison - R3 Demand Tariff (Saver Choice Max)

%

Selected 2018 Rate 2015 Rate

kw h blow R-3 ECT-2 Difference

(5.81) 4%

3%

17%

15%

20%

18%

16%

6.65
38.75
43.06
64.15
75.64
77.91

s 143.53
s 202.22
S 232.57
s 287.22
s 321.62
s 422.81
s 498.36

s 137.71
s 208.87
s 271.32
s 330.28
s 385.76
s 498.45
s 576.26

s

S

s

S

s

S

s

Summer
901-1000
14011500
1901-2000
2001-2500
25013000
30014000
40015000

Winter
9011000
14011500
19012000
20012500
25013000
30014000
40015000

11%

8%

5%

3%

8%

8%

8%

$ 97.29
s 142.59
$ 186.67
s 228.30
$ 267.48
s 349.51
s 415.64

s 109.66
s 155.13
s 178.63
s 220.76
s 247.98
s 324.77
s 383.89

s (12.37)
s (12.54)
s 8.04
s 7.54
s 19.50
s 24.74
s 31.75

oes not contain the adjustor transfer or any changes in the adjustorNote: This analysis focuseson the base rate impact and d

mechanisms since 2015.

In most instances, bills were projected to have a lower than the 15.9% overall average increase, and in
some cases, bills were expected to decrease. The R-3 tariff had a lower basic service charge and lower
average increases in per-kWh energy charges than other rate plans. These were somewhat offset by
demand charge increases of approximately 30%, which had a greater impact on summer bills that
typically have higher peak demand.

Rate Plan Transition

As discussed in other sections of this report, customers were encouraged to compare estimated rates on
the various rate plans and select the most economical rate plan based on their consumption patterns.
The typical bills for a selection of usage blocks under various transition scenarios were analyzed to
determine the impacts of moving to a different rate plan, as shown on the tables below.
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Tables 315 and 316 - Typical Bill Comparison - Transition from Basic Rate Plans

Tar iff Conversion from Basic Rate Tar iff to Demand Tar iff

Selected 2018 Rate 2015 Rate
kwh block R-3 E-12 Difference%

Conversion from Basic Rate Tar iff to Ener

Selected 2018 Rate 2015 Rate
kwh block R-TOU-E E-12 Difference %

Summer
9011000
14011500
1901-2000
20012500
2501-3000
30014000
40015000

2%

3%

-9%

-12%

16%

21%

-28%

10%

0%

4%

7%

9%

12%

14%

s 134.90
s 215.74
s 296.57
s 377.41
s 458.24
S 630.81
s 803.38

s 137.71
$ 208.87
S 271.32
s 330.28
s 385.76
$ 498.45
s 576.26

S 148.07
s 215.70
s 283.33
s 350.96
s 418.59
S 553.84
S 689.10

s 134.90
S 215.74
s 296.57
S 377.41
s 458.24
s 630.81
s 803.38

s 13.17
s (0.04)
S (13.24)
s (26.45)
s (39.65)
s (76.97)
$(114.28)

s 2.81
S (6.87)
s (25.25)
s (47.13)
S (72.48)
$(132.36)
$(227.12)

Win ter
901-1000
1401-1500
19012000
20012500
25013000
30014000
40015000

27%

26%

26%

26%

26%

25%

25%

Summer
9011000
1401-1500
19012000
20012500
25013000
3001-4000
40015000

Winter
9011000
14011500
19012000
20012500
25013000
3001-4000
4001-5000

s 102.72
s 149.81
S 196.89
s 243.98
s 291.06
S 385.23
s 479.40

S 130.33
s 189.09
s 247.86
s 306.62
s 365.38
s 482.90
s 600.43

$ 97.29
s 142.59
$ 186.67
s 228.30
s 267.48
$ 349.51
S 415.64

S 102.72
$ 149.81
S 196.89
S 243.98
$ 291.06
$ 385.23
$ 479.40

s 27.61
S 39.29
s 50.97
$ 62.65
s 74.32
s 97.67
S 121.03

S (5.43)
s (7.22)
s (10.22)
$ (15.68)
S (23.58)
S (35.72)
$ (63.76)

nd does

-5%

5%

5%

-6%

8%

9%

-13%

not contain the adjustor transfer or any changes in the adjustorNote: This analysis focuses on the base rate impact a

mechanisms since 2015.

Table 317 - Typical Bill Comparison - Transition from Energy Rate Plan to Demand Rate Plan

Selected 2018 Rate 201s Rate

kwh block R 3 ET-2 Difference %

13.95
31.57
40.49
45.91
47.85
53.46
24.19

11%

18%

18%

16%

14%

12%

4%

s
s
s
S
s
s
s

s 123.76
s 177.30
s 230.84
s 284.37
s 337.91
s 444.99
s 552.07

$ 137.71
s 208.87
$ 271.32
s 330.28
$ 385.76
s 498.45
s 576.26

Summer
901-1000
1401-1500
19012000
20012500
25013000
30014000
4001-5000

Winter
9011000
14011500
19012000
20012500
2501-3000
30014000
40015000

3%

11%

10%

11%

12%

12%

16%

s 99.81
s 160.05
$ 207.66
S 255.54
s 303.14
$ 398.63
S 494.12

$ 97.29
s 142.59
s 186.67
s 228.30
$ 267.48
s 349.51
s 415.64

s (2.52)

s ( 17. 46)

S (20.99)

S (27.24)

s ( 35. 66)

s ( 49. 12)

S (78.48)

does not contain theadjustor transfer or any changes in the adjustorNote: This analysis focuses on the base rate impact and

mechanisms since 2015.

Customers with low energy consumption (less than 500 kwh per month) were moved to the R-XS rate

tariff and were not expected to materially benefit from another rate plan. For moderate and large
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customers on basic rate plans, most would see lower than average bill increases, and in many cases
would see bills decrease on a demand tariff. While the introduction of a demand charge would change
the billing structure for those customers moving from basic energy rate plans, substantially lower per-
kwh energy charges and lower basic service charges would potentially offset the demand charge. The
cost advantages from these rate plans were higher as consumption increased.

The change from the basic rate tariffs to a time-of-use energy tariff had a mixed effect. In similar
fashion to customers previously on timeof-use rate plans, the elimination of the summer inclining block
charge led to projected reductions in the summer bills. However, the winter bills were estimated to
increase more than the 15.9% average due to higher per-kWh energy charges.

FINDINGS

4. Although APS's 2018 base retail residential revenues were in line with 2015 estimates at an
overall level, the number of medium- and large-usage customers transitioning to demand rates
did not meet Company expectations. The comparison of typical bills shows that customers on
demand rate plans were expected to see smaller overall bill increases, and actual bill savings if
converting from a basic rate plan. As a result, should these customers continue on sub-optimal
rate plans, APS could see higherthan-anticipated revenues in future years.

5. The design of the Company's new rate plans favored demand rates over basic rates and energy
rates. Analysis of typical bills indicates that rate increases for basic (one-part) and timeof-use
energy (two-part) rate plans were higher than average, while demand (three-part) rate plans
had lower than average increases. Furthermore, customers who were moved by APS onto a
rate plan "most like" their previous rate plan were less likely to be on the most economical rate
plan.

6. $6.7 million of excess earnings in 2018 was associated with higher than expected revenues due
to changes into modernized rate designs made in the 2016 rate case."

RECOMMENDATIONS

Given the risk of variances in the distribution of customers on the various residential rate plans from
those assumed in the 2016 rate case, APS should prepare a metric to track the progress of customer rate
plan conversions compared against the assumed rate case billing determinants.

38 Response to Discovery, Staff 2.11A, Performance Report.
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4. RATE REVIEW

As filed by the Company in this rate review docket, APS's 2018 ACC jurisdictional rate of return on

original cost rate base was 7.32% based on inputs of $576,443,000 of operating income and

$7,876,150,000 of rate base. For this review, it is necessary to analyze the Company's f inancial results

for the purpose of identifying underlying reasons for performance as well as to make reasonable

comparisons when reaching conclusions regarding the extent of changes since the 2016 rate case. The

rest of this section provides these analyses.

C U S T O M E R  G R O WT H  A N A L Y S I S

Average Residential Customers

1 : s m

5 l1DOOD
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I  J en  000
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2015 2016 2017 2018

APS experienced consistent growth in its residential

and commercial customer bases between 2015 and

2018. While growth in commercial customers has

increased, on average, 1% annually, residential

accounts, which comprise approximately 90% of APS's

customer base, have increased at a faster 1.7% annual

rate since 2015. Residential customer growth has

increased at an even faster pace over the past two
V€ar$.3940

ADJUSTOR MECHANISMS

In addition to base rates which account for a significant portion of the revenues collected by APS, the

Company employs a number of different adjustor mechanisms, as previously discussed. Some of these

adjustor mechanisms are designed to match, in a more timely manner, the amount paid by customers

for electricity with the actual costs to supply it. Other adjustor mechanisms fund certain programs costs

(e.g, demand-side management and renewable energy). As stated in the Customer Education and

Outreach Program Section of this report, during 2018, APS had the following adjustor mechanisms:

Power Supply Adjustor (psA),

Transmission Cost Adjustor (TCA),

Lost Fixed Cost Recovery Mechanism (LFCR),

Environmental Improvement Surcharge (Els),

DemandSide Management Adjustment Charge (DSMAC),

Renewable Energy Adjustment Charge (REAC), and

Tax Expense Adjustment Mechanism (TEAM).

39 Based on Response to Discovery, Staff 4.5 (APSARO0370) and APS FERC Form 1 Reports.
40 In Pinnacle West's News Release on 2019 firstquarter earnings, dated May 1, 2019, it states "customer growth a solid 1.9
percent as Arizona's economy continues to expahd".
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Pursuant to Decision No. 76295, $268.0 million of costs previously recovered through adjustor

mechanisms were transferred into base rates, and prospective tracking of two of the nine adjustors was

ended (Four Corners Rate Rider and System Benefits Adjustment). Prior to this 2017 transfer, APS

recognized $430.4 million of adjustor mechanism revenues in 2016, which accounted for 12.8% of all

revenues recognized during this time period. As a percentage of total revenue realized, adjustor

mechanism revenues increased from 12.8% to 13.3% between 2016 and 2018.41

In addition, in the future, the impact of the adjustor mechanisms on rates should be thoroughly

explained and quantif ied to customers.

RA T E  B A S E

The 2018 year-end original cost jurisdictional rate base submitted by the Company totaled

$7,876,152,000.42 This compares to the jurisdictional original cost rate base proposed by APS in the last

rate case of $6,771,151,000 for the 2015 calendar test year, which included proposed adjustments to

recognize posttest year plant additions through June 30, 2017. The $1.1 billion change in rate base is

almost exclusively due to the increase in net utility plant in service (gross plant less accumulated

depreciation), which increased from $9.092 billion in 2015 to $10.289 billion in 2018.43

Gross Uti l i ty  Pl an t i n  Serv i ce

Gross jurisdictional utility plant in service increased from a projected $15,436,960,000 in mid-2017 to

S16.,37,707,000 in late 2018 according to APS. The principal reason for this increase is the transfer of

costs from construction work in progress to utility plant in service, otherwise referred to as plant

closings. Focusing on the 17 months ended December 31, 2018 (August 1, 2017 - December 31, 2018),

the most signif icant projects closed into utility plant in service included:""

$215.9 million associated with Four Corners Unit 4 permitting, engineering, and construction of

Selective Catalytic Reduction equipment,

$209.8 million associated with Four Corners Unit 5 permitting, engineering, and construction of

Selective Catalytic Reduction equipment, and

$92.2 million associated with a 500 kV line from Sun Valley to Morgan.

at 2018 adjustor mechanism revenues include the $268.0 million transferred to base rates pursuant to Decision No. 76295.
42 Response to prefiled Discovery, Staff 1.1 (Schedule B1).
43 Response to prefiled Discovery, Staff 1.1 (Schedule B1) and Company rate filing in Docket Nos. E01345A160036 and E
01345A-160123 (Schedule B1).
44 Responses to Discovery, Staff 2.32 and Version 2 of Staff 2.34. Since Construction Work in Progress (CWIP) is not included in
rate base, transfers of dollars from CWlP to Utility Plant in Service (plant closings) are a primary reason that Utility Plant in
Service and, correspondingly, rate base are increasing during this time period.
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These three projects make up 27.2 % of the total plant closings to utility plant in service (S1.903 billion)

in the seventeen months ending December 31, 2018.45 No other specific project closed by the Company

during this time period exceeded $23.9 million."

With respect to the first two plant closings listed above, as part of the settlement agreement that was

associated with the 2016 rate case, "the parties agree[d] that this Docket shall remain open for the sole

purpose of allowing APS to file a request that its rates be adjusted no later than January 1, 2019 to

reflect the proposed addition of Selective Catalytic Reduction ("SCR") equipment at Four Corners ....1147

On April 27, 2018, APS filed a request for an approval of an adjustment to recover the costs associated

with the Selective Catalytic Reduction equipment at Four Corners. While a hearing has been held on the

matter and an Administrative Law Judge recommendation has been released, no ACC decision had been

issued as of late April 2019."8

Capital  Expenditures

These plant closings largely correspond with the capital expenditures that APS made in 2017 and 2018

(capital expenditures are classif ied initially as Construdiori Work in Progress and later transferred to

Utility Plant in Service). The following table identifies the projects with the highest capital spending in

2017 and 2018 along with a summary of other projects:

as Response to Discovery Staff 2.32.
46 Two blanket work orders PadMounted Underground Transformers ($41.9 million) and Asset Retirement Obligations ($28.7
million), were slightly in excess of the $23.9 million.
47 Settlement Agreement related to ACC Decision No. 76295 in Docket Nos. E01345A160036 and E01345A160123, p. 12 of
32.
48 Recommendation of AU Martin dated November 27, 2018 in Docket Nos. E01345A-160036 and E-01345A160123, p. 8 and
email received from ACC Staff on April 24, 2019.
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Table 52 - Capital Expenditures 2017-2018

APS
Capital Expenditures

2017 . 2018

Actual
s s

(in 000'S)

project ID

OCC07633

FBC90401

TAI MPSNVLMG N

FCC03864

N UCLEAR FU EL

EDES OVERHD~99

RESIDENTIAL

104

(916)

1,371

1875

399

(7766)

4517

(3,623)

$ $ $_
OCC07633

NUCLEAR FUEL

EDES OVERHD99

RESIDENTIAL

TRANSFORMER

$
$

s
$

$
s

231,258
76,620
69,629
68824
68563
55,904
32337

737,623
1,340,758

109401
71,440
61,629
36,538
30,721

893,142
1,202,871
2,543,629

Bud et Fav / (Unfav)
231,362 s
75,704
71,000
70699
68962
48,138
36854

734,000
1,336,719 (4,039)

113,779 4378
71,863 423
57057 (4572)
32,773 (3,765)
27,895 (2826)

877633 (15,509)
1,181,000 (21,871)
2,517,719 (25,910)

_
_

Proect Desai son
Ocotillo Modernization Project
Four Corners Unit 5 SCR System
Sun ValleyTS5Morgan TS9 500
Four Corners Unit 4 SCR Sytem
Nuclear Fuel
Construction OverheadEngineering & Supervision
Service and Line ExtensionsResidential
Other
2017Subtotal
Ocotillo Modernization Project
Nuclear Fuel
Construction OverheadEngineering & Supervision
Service and Line ExtensionsResidential
Transformers
Other
2018 Subtotal
2017and 2018Total
Source:Su lemental Res onse to Discover Staff 2.34.

Aside from the projects related to SCR equipment additions at the Four Corners power plant, APS
devoted extensive resources on the following:

Ocotillo Modernization Project - installation of five new simple-cycle gas turbines, which will
add 510 MW of production;"9

Nuclear Fuel - refinement, conversion, enrichment, and fabrication of nuclear fuel materials
into assemblies and components,
Construction Overhead-Engineering & Supervision - costs incurred in the course of normal
business, but which cannot be directly assigned to a particular function or activity;

Service and Line Extensions-Residential - costs to provide new service or upgraded service to
residential customers, additions of new revenue,
Transformers - pre-capitalized cost of transformer purchases that are used for additions and
replacements in the distribution system;

Of the capital expenditures made in 2017 and 2018, a portion was subject to recovery through adjustor
mechanisms. $211,227,000 and $189,703,000 of capital spending on projects with actual or budgeted
spending of $2 million or more was recovered through the Transmission Cost Adjustor in 2017 and 2018,
respectively. This included the Sun Valley TS5-Morgan TS9 500 project that is listed in the preceding

49 Parties to the settlement agreement in the last rate case were aware of the Ocotillo Modernization Project and took steps to
defer the costs of owning, operating, and maintaining this plant for possible future rate recovery (see Settlement Agreement
related to Acc Decision No. 76295 in Docket Nos. E01345A16-0036 and E-01345A160123, p. 13 of 32).
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table. Another $24,457,000 and $13,859,000 in capital spending was recovered through the

Environmental Improvement Surcharge in 2017 and 2018, respectively. Finally, $6,354,000 was

recovered in 2018 through the Renewable Energy Adjustment Charge."

As the preceding table demonstrates, capital spending in the past two years was limited largely to the

amounts budgeted by corporate management. For the two years ended December 31, 2018, capital

expenditures exceeded budget by a cumulative $25.9 million (1.0%).

COST OF CAPITAL

Overland developed an update of the cost of equity. In our analysis, our estimate resulted in a range of

8.5% to 9.0%. Assuming the upper end of this range, the current estimate is slightly lower than the Staff

estimate (9.35%) in the 2016 Rate case. lt should be noted that Overland has utilized a different group

of proxy companies and different methodologies to arrive at this estimate, compared to Staff witness

Mr. David Parcell.

The approved cost of debt in Decision No. 76295 was 5.13%. This is consistent with the APS and Staff

witness testimony. The cost of debt at December 31, 2018 was 4473%.51

APS issued $300 million of 4.25% senior secured notes due 2049 on February 28, 2019. On February 26,

2019, APS entered into a $200 million Term Loan Agreement maturing on August 26, 2020. The Term

Loan Agreement provides for a Base Rate of the higher of Prime, the Federal Funds Rate plus 0.50%, or

the Furodollar one-month rate plus 1%.52 These issues were used to retire $500 million of 8.750% Notes

due March 1, 2019. The impact of this refunding was to reduce the embedded cost of debt from 4.73%

to 4.19%.53

FINDINGS

This report highlighted several changes since the 2016 rate case, including:

. Significant deviations from the Company's projected 2015 customer billing determinants to the

actual customer billing determinants used in 2018.

Noteworthy customer growth: residential accounts have increased at a 1.7% annual rate since

2015.

Substantial increase in rate base.

Possible changes in cost of equity.

50 Obtained or derived from the Response to Discovery, Staff 6.4. ElS and REAC spending amounts were also limited to projects
that had actual or budgeted spending equal to or in excess of $2 million per year.
51 APS Workpaper A3, p. 2 of 2.
52 Response to Discovery, Staff 2.12.
53 Response to Discovery, Staff 4.12.
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Notable reduction in cost of debt.

In addition to the above-mentioned changes, there have been other changing circumstances since the

2016 rate case.

.

.

.

A 0.8% return on the fair value increment was approved in Decision No. 76295. However, the

Commission has raised questions regarding the return on fair value increment in some recent

rate proceedings. There have also been discussions about initiating a workshop on this matter.

According to Mr. Don Brandt, Chairman of the Board and Chief Executive Officer for APS54, the

Company is actively managing its costs, and identifying additional efficiencies and savings

throughout the organization.

Possible pro forma adjustments in a rate case may include weather normalization,

normalization, plant additions, normalization of income tax expense and interest

synchronization, etc.

A review of all the adjustor mechanisms in a rate case, which might lead to potential changes.

RECOMMENDATIONS

Due to the changing factors, discussed in this report, including rate base, expenses, cost of capital and

billing determinants, which are the key components I the rate-making process, it is appropriate for APS

to file a new rate case to reflect these changes. Therefore, it is recommended that APS be required to

file a rate case no later than October 31, 2019, utilizing a 12-month test-year period ended June 30,

2019.

S4 Pinnacle West News Release on 2019 firstquarter earnings, dated May 1, 2019.
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Robert F. Welchlin, DirectorW.1 Overland Consulting | 11551 Ash Street, Suite 215 | Leawood, KS 66211 I 913-599-3323
rwelchlin@overlandconsulting.com

GENERAL

Regulatory consultant to the telecommunications, cable, electric, and gas industries. Mr. Welchlin
manages operational, financial and regulatory audits, reviews of rate filings and cost studies in the
energy utility, telecommunications, and cable industries. He has 35 years of regulated industries
experience.

PROFESSIONAL WORK HISTORY

1996 - PresentOver land Consulting

Director

Plan, supervise, and perform telecommunications and energy industry consulting projects, including
audits, on behalf of public utility commissions and other government agencies.

KPMG Peat Marwick LLP 1993 - 1996
Senior Manager

Information, communications, and entertainment lines of business. Developed and managed cable TV
and telecommunications and industry consulting engagements.

1987- 1993L/vrsl., Inc.

Manager

Conducted audits of energy and telecommunications companies and sponsored testimony in regulatory
proceedings. (LMSL is a predecessor firm of Overland Consulting.)

1984-1986Public Uti l i ty Commission of Texas

Senior StoffAccountont

Reviewed electric, telephone, and water utility rate and regulatory filings and sponsored cost-of-service
testimony in rate hearings.

1980-1983Illinois Power Company
Senior Internal Auditor

Planned, directed, and performed operational and financial audits of the company's headquarters
departments, power stations, and service offices. Prepared the annual department operating plan and
drafted the report to the Audit Committee of the Board of Directors for approval by the Director of
Internal Auditing. Coordinated work with external auditors.

PROFESSIONAL EXPERIENCE

ELECTRIC AND GAS

Technical Manager in a management audit of affiliate transactions and cost allocations of Avangrid's
Inc's New York utilities, New York State Electric and Gas (NYSEG) and Rochester Gas and Electric
(RG&E). Analyzed compliance with New York's Affiliate Standards for both utilities. Reviewed
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Attachment 1

corporate cost allocations from the utilities' global parent (Iberdrola) through Avangrid to the
utilities and from Avangrid's service companies to the utilities, including the distribution of costs
among lberdrola's country-based companies (to Avangrid) and between Avangrid's regulated utility
and unregulated (renewable energy) business segments. Also served as Technical Manager in a
management review of NYSEG's and RG&E's customer service operations and a review of the
utilities' compliance with New York state customer service rules (the Home Energy Fair Practices Act,
or HEFPA)2017 and 2018

. Technical Manager in review of the impact of AltaGas Ltd's (Alberta, Canada) proposed acquisition
of WGL Holdings, Inc. (WGL). Responsible for review of the potential impact of proposed acquisition
accounting, income tax issues, merger transaction and transition costs and AltaGas-proposed
allocations of its corporate costs to WGL's utility, Washington Gas Light (Wash. D.C.). Responsible
for analysis of the potential for realizing synergy savings as asserted by the Applicants and the likely
impact of accounting, corporate cost allocations, merger costs and savings on the Washington Gas
customers. Submitted testimony and participated in the merger hearing before the Maryland Public
Service Commission. The work was performed for the Staff of the Maryland PSC. 2017

. Technical Manager in a management audit of Central Hudson Gas & Electric performed on behalf of
the New York Department of Public Service. Managed the audit component that included the
Customer Service function and the Company's compliance with the Home Energy Fair Practices Act
and related rules for commercial customers. 2016 - 2017.

Project Manager for an analysis of the Wexpro I and ll agreements and an audit of expenses charged
to Questar Gas for 2005 to 2014. The audit included an in-depth review of costing procedures
attributed to the Operator Service Fee and recognition of capital additions considered under the
agreements. This engagement was performed for the Utah Division of Public Utilities. 2015 - 2017

Lead Consultant in the evaluation of the acquisition of Pep co Holdings, Inc., by Exelon Corporation.
Conducted a detailed review of Exelon's merger savings and merger costs to achieve on behalf of
the Staffs of the Maryland and Delaware Public Service Commissions. Developed testimony on
behalf of the Public Service Commission Staff in each state concerning the net savings attributable
to Maryland and Delaware. 2014 -2015.

Project Manager in a focused audit of the data supporting operational metrics submitted to the New
York Department of Public Service by all nine large investor-owned electric and gas utilities in the
state of New York in the areas of gas safety, electric reliability and customer service. Technical
Manager in charge of the audit of the audits of customer service metrics for nine utilities. Audit
objectives included determination of the accuracy, completeness, and comparability of data
submitted by the utilities to the NYSDPS. 2014 -2015.

Project Technical Manager in a regulatory and management audit of the affiliate transactions,
management, and operations of South Jersey Gas Company. Responsible for accounting procedures
and costs charged to the regulated gas company from the parent and service companies,
transactions with affiliate South Jersey Energy Solutions and its subsidiaries, and operational and
management reviews of various support services (supply chain, fleet management, facilities
management), customer service operations, construction contractor management, and excavation
damage prevention. 2012 - 2013.

Project Manager in the investigation of National Grid affiliate cost allocations, policies, and
procedures. The audit included a review of accounting procedures and internals governing service
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company transactions, an analysis of service company cost allocation procedures, and a regulatory
audit of the costs charged by the service companies to National Grid's New York distribution utilities
(Niagara Mohawk, KeySpan Energy Delivery New York, and KeySpan Energy Delivery Long Island,
Massachusetts Electric, Boston Gas and others). It also included a detailed analysis of sampled and
targeted transactions between the service companies and the New York utilities over a 20-month
period. The work was performed for the New York Public Service Commission. 2011 - 2012.

Project Lead in charge of the evaluation of the acquisition of Allegheny Energy Inc. by FirstEnergy
Corp., including the merger synergies and likely impacts of the merger on Potomac Electric Maryland
service company cost distributions. This work was done for the Staff of the Maryland Public Service
Commission. Calculated discounted cash flow value of net regulated synergies attributable to
Potomac Maryland customers. Recommended post-merger review of the impact of allocation
procedures on regulated Maryland utility operations. 2010.

. Technical Manager in the diagnostic management audit of Connecticut Natural Gas Corporation for
the Connecticut Department of Public Utility Control. Areas of responsibility included transactions
with and services exchanged with Southern Connecticut Gas, Energy East, and other affiliates,
human resources (staffing, compensation, labor relations, and performance appraisal processes),
customer service and call center operations, dispatch, field operations and appliance services, meter
operations, distribution sales and marketing, supply chain management, fleet operations, facilities
management, security and external relations. 2009 - 2010.

Lead Consultant in the review and preparation of testimony concerning the potential impact of the
proposed Constellation Energy Group/Electricité de France Nuclear Power Joint Venture. 2009.

. Technical Manager in the management audit of Atlantic City Electric Company for the New Jersey
Board of Public Utilities. Areas of responsibility included allocations of corporate and shared utility
costs, transactions with affiliates, compliance with New Jersey's Electric Discount and Energy
Competition Act (EDECA), and the management of various functions, including information
technology, fleet, stores and supply chain, security, facilities, real estate, and records management.
2008 - 2009.

. Assisted the New Jersey Board of Public Utilities in review of the proposed merger of Exelon
(Commonwealth Edison, Pennsylvania Energy) with PSEG (Public Service Electric & Gas).
Responsible for the review of the impact of combining the two holding companies' service
companies (the companies that provide managerial, technical, and administrative services to
associated companies) on the New Jersey Genco and utility. 2005 -2006.

Project Manager for a review of the costs of Sempra Energy's holding company. The review,
conducted on behalf of the Utility Consumer Action Network (UCAN), was a part of the review of
Sempra Energy's rate application with the California Public Utilities Commission (A.02-12-027 and
A.02-12-028). Performed a similar review in the subsequent rate applications of subsidiaries, San
Diego Gas & Electric Company and Southern California Gas Company (A.06~12-009 and
A.06-12-010). 2003 and 2007, respectively.

Project Manager for audits of the affiliate relationships and cost allocations of Elizabethtown Gas,
New Jersey Natural Gas, and South Jersey Gas conducted on behalf of the New Jersey Board of
Public Utilities (BPU). The audits examined whether each Company maintained a strict separation of
risks, functions, and assets between their regulated utilities and unregulated affiliates to comply
with BPU Standards. The audits also documented each Company's cost allocation methodologies
and results for a two-year period. 2002 - 2003.
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Directed the cost of service component of the initial FERC "Section 7" costof-service and base rate
filing of Kansas Pipeline Company, which had been exempt from FERC rate regulation prior to 1997.
Submitted and defended testimony on behalf of Kansas Pipeline before the FERC covering the
overall cost of service filing, the historical basis for the calculation of acquisition premium, and
company's test year operations and maintenance expenses. 1998 - 2000.

Working on the Pacific Gas and Electric 1999 General Rate Case, reviewed projected test year
administrative and general expense levels and allocation of costs between the utility and affiliates.
Submitted and defended testimony on behalf of the California Public Utilities Commission. 1998.

Managed an audit of Pacific Gas and Electric's compliance with regulatory requirements and internal
control over relationships and transactions between the utility and its unregulated affiliates on
behalf of the California Public Utilities Commission. 1998.

Conducted a review of Southern California Gas Company's 1994 and 1995 base margin costs.
Submitted testimony on behalf of the California Public Utilities Commission. Issue areas included
operations and maintenance expenses, corporate allocations, employee and executive
compensation, post-retirement benefits, and savings from restructuring and force reduction
programs. 1996.

Submitted cost of service testimony on behalf of Mid-Kansas Partnership and Riverside Pipeline,
L.P., in connection with Missouri Gas Energy's base rate filing. Issues included deferred gas safety
costs, merger-related savings, and weather normalization. 1996.

Reviewed fuel receiving and inventory policies and coal contract terms in connection with a focused
management audit of Big Rivers Electric Cooperative's fuel procurement for the Kentucky PSC.
1993.

Participated in the Western Resources/Kansas Power and Light Rate Case by conducting a rate case
audit and submitting and defending cost-of-service testimony on jurisdictional cost allocations,
operations and maintenance expenses, and pension expenses on behalf of the Kansas Corporation
Commission. 1992.

Conducted focused management audits of the gas supply operations of Montana Dakota Utilities
and Mountain Fuels for the Wyoming PSC. Assessed the management and organization of each
company as it related to gas supply, the degree to which supply options were optimized, the
potential impact of FERC Order 636, and the relationships between the LDCs and their pipeline and
production affiliates. 1992.

Performed internal operational audits of nuclear and fossil fuel procurement, natural gas
procurement and delivery, various corporate, power plant and service area operations, and nuclear
plant construction contracts of the Illinois Power Company (lllinova). 1980 - 1983.

TELECOMMUNICATIONS

Directed a California statutory regulatory audit of Citizens' California PUC financial reporting and
shareable earnings, including transactions between Citizens, its Connecticut-based parent company,
and its affiliates as part of the Frontier (Citizens) Telecommunications Regulatory Audit. 2004 -
2005.

. As a participant in the Roseville Telephone Regulatory Audit, directed and conducted a regulatory
audit of the company's compliance with affiliate and non-regulated activity transaction rules and
reviewed the company's calculation of earnings shareable with customers under the California
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PUC's New Regulatory Framework rules. Submitted and defended testimony on the audit on behalf
of the CPUC. 1999 - 2000. Performed a follow-up audit of 2001 - 2003 regulated earnings. 2004.

Directed a California statutory regulatory audit of Pacific BelTs California PUC financial reporting,
including transactions between Pacific Bell, its parent company (SBC), and its affiliates and
subsidiaries. 2001 - 2002.

Directed a study of New York Telephone's subscriber loop network. Coordinated the effort of a
multi-disciplined team that included regulatory, network operations, engineering, and data
processing specialists. The major work products included an inventory of subscriber facilities,
determination of facility utilization in different geographic regions, determination of the relative
accuracy of the major databases containing network facility information, and verification of billing
records with installed facilities. 1991.

Conducted a review of the affiliate management and accounting relationships among the
subsidiaries of AT&T. Documented significant transactions and allocations through the AT&T
organization that affected AT&T Communications. Examined policies and procedures that affected
the Communication subsidiary's decision to use internal sources of supply and the corporate entity's
allocation of costs to subsidiaries. 1990.

Analyzed the GTE Corporation's Indiana local exchange rates and developed a computer model to
distribute the carrier's revenue requirement over a matrix of local services and rate groups. 1989.

Bay Area Teleport - Conducted a review of the impact of local exchange carrier price flexibility on
competitive access in California. 1988.

WA TER

Twice Technical Manager for the regulatory audit of California American Water Company's general
office activities and costs, including "California Corporation" administrative and general activities,
New Jersey service company activities and cost allocations, and related ratemaking issues.
Submitted revenue requirements testimony covering CalAm's projected test years covering the
O&M expenses of functions allocated from the national, regional, and state levels to the district
operations for which CalAm was seeking an increase in rates. 2008 - 2013.

Performed revenue requirements reviews and filed related testimony relating to rate filings by
several water utilities in Texas while an employee of the Accounting Division of the Texas Public
Utilities Commission1984-1986

CABLE

. Analyzed costs imposed on cable systems by late-paying customers and prepared studies to quantify
the additional costs of handling past due accounts. 1995 - 2001.

. Analyzed cable system costs and prepared cost-of-service rate studies for cable companies,
including two of the nation's largest cable systems - TCI Chicago and DCLP. Developed cost-of-
service methodologies to properly account for affiliate relationships and corporate and divisional
cost allocations to the cable systems. Analyzed incremental cost of service under FCC Form 1235
rules for a group of systems calculating the revenue requirement impact of upgrading system
capacity upgrades. 1994 - 1995.

Developed a database application to calculate programming cost increases on a cable-system basis
to comply with FCC requirements. 1994.
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EDUCATION AND PROFESSIONAL CERTIFICATION

. Eastern Illinois University, Charleston, IL
Bachelor of Science - Accounting and Business Administration, August 1979.

. St. Edwards University,Austin, TX
Master of Business Administration, May 1986

. American Institute of Certified Public Accountants

ACC0098%ROBERT F. WELCHUN



v
:  1 49

~ J .

!r >  5 . I
n . . .~,..,... .

4 1 &

48

. 8
I L

1 1  4 .
1

Gregory s. Oetting, CPA, Director

Overland Consulting | 11551 Ash Street, Suite 215 | Leawood, KS 66211 I 913-599-3323
goetting@overlandconsulting.com8

GENERAL

Regulatory consultant to the electric, gas, water, and telecommunications industries, Mr. Oetting has
experience in financial and regulatory reviews, management audits, and valuations. His regulatory and
management audit experience includes reviews of cost allocation methodologies, compliance with
competitive service standards, and internal controls. Mr. Oetting has also been involved in the valuation
of several utilities and railroads in which industry cost of capital was analyzed. Mr. Oetting has over
20 years of regulated industries consulting experience, three years of experience as an auditor in a
national CPA firm, and three years of experience as a controller of an interstate natural gas pipeline.

PROFESSIONAL WORK HISTORY

2000 - PresentOverland Consulting

Director

Direct energy and telecommunications industry consulting projects on behalf of public utilities
commissions, other government agencies, and industry participants.

1997- 2000Midcoast Energy Resources, Inc., Kansas Pipel ine Operating Company

Controller

Supervised the accounting and cash management functions of an interstate natural gas pipeline
company.

1995-1997Overland Consulting

Senior Consultant

Participated in energy and telecommunications industry consulting projects on behalf of companies,
public utilities commissions, and other government agencies.

1990 .-1995Various

Served as special projects accountant and supervisor of accounting for various companies in private
industry.

1987-1990Arthur Andersen & Company
Senior Accountant

Planned, supervised, administered, and reported on audits and other engagements in a variety of
industries including utilities. Experienced in the evaluation of internal controls.

PROFESSIONAL EXPERIENCE

ELECTRIC, GAS, WATER, AND TELECOMMUNICATIONS

Lead Consultant in a review of Public Service Electric & Gas Company's base rate case filing on
behalf of the New Jersey Board of Public Utilities. Responsible for reviewing the company's
incentive compensation proposal as well as other revenue requirement issues. 2018
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Lead Consultant in a comprehensive management audit of New York State Electric and Gas
Corporation and Rochester Gas and Electric Corporation, on behalf of the New York State PSC.
Responsible for analyzing the utilities' performance management, budgeting, and procurement
activities. Also reviewed the implications of the utilities' recent IT system conversion. 2017-
Present.

Lead Consultant in a comprehensive management and operations audit of Central Hudson, on
behalf of the New York State PSC. Responsible for analyzing the utility's performance management
activities as well as those related to project and work management. 2016 - 2017.

Lead Consultant in a focused review of the general rate application of Southwest Gas Corporation,
on behalf of the Arizona Corporation Commission. Responsible for a review of gas procurement.
2016 - 2017.

Lead Consultant in the evaluation of the acquisition of Pep co Holdings, Inc., by Exelon Corporation.
This work was performed for the Staff of the Maryland Public Service Commission. Analyzed merger
accounting and tax matters associated with the transaction. 2014 - 2015.

• Technical Manager in a focused audit of all major electric and gas utilities in the state of New York.
Responsible for analyzing the reliability and comparability of gas safety performance metrics
reported to the New York Public Service Commission. 2014 - 2015.

. Technical Manager in the focused audit of PG&E capital and operations expenditures related to the
company's gas distribution system. This work was performed for the California Public Utilities
Commission. 2012 - 2013.

• Technical Manager in the management audit of South Jersey Gas Company for the New Jersey Board
of Public Utilities. Responsible for analyzing executive management and corporate governance
matters. 2012 - 2013.

. Technical Manager in the investigation of National Grid affiliate cost allocations, policies, and
procedures. This work was performed for the New York Public Service Commission. 2011 - 2012.

. Technical Manager in the review of the proposed merger between Constellation Energy Group and
Exelori Corporation. This work was performed for the Staff of the Maryland Public Service
Commission. Provided testimony on several subject matters, including the treatment of transaction
costs related to the merger, financial and operational profiles of the applicants, and taxes. 2011.

Lead Consultant in the evaluation of the acquisition of Allegheny Energy Inc. by First Energy Corp.
This work was done for the Staff of the Maryland Public Service Commission. Analyzed merger
accounting and tax matters associated with the transaction as well as certain other areas relevant to
the public interest criteria. 2010.

. Technical Manager in the management audit of Public Service Electric & Gas Company for the New
Jersey Board of Public Utilities. Responsible for analyzing executive management and corporate
governance matters, customer service, accounting, cash management, and finance. 2009 -2011.

. Technical Manager in the diagnostic management audit of Connecticut Natural Gas Corporation for
the Connecticut Department of Public Utility Control. Areas of responsibility included finance,
accounting and internal controls, executive compensation, system design, planning, and
construction. 2009 - 2010.
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Lead Consultant in the review of the impact on Baltimore Gas and Electric Company of the proposed
transaction of its parent, Constellation Energy Group, with EDF. This transaction involved the sale of
a 50% interest in Constellation's nuclear facilities. This work was performed on behalf of the Staff of
the Maryland Public Service Commission. Provided testimony on subject matters relevant to the
public interest criteria, including costs associated with the transaction, credit ratings, cost of capital,
and liquidity. 2009.

. Technical Manager in the management audit of Atlantic City Electric Company for the New Jersey
Board of Public Utilities. Analyzed various matters including accounting and property records, cash
management, financing, customer service, and support services. 2008 - 2009.

Participated in the regulatory audit of California American Water Company's general office activities
and costs, including unregulated activities, cost allocations, and affiliate transactions. 2008.

Participated in the review of long-term financial projections prepared by Midland Cogeneration
Venture Limited Partnership to be used in regulatory proceedings concerning proposed
modifications to a power purchase agreement. The engagement included the sensitivity testing of
major variables in the partnership's financial model. 2008.

Participated in the review of Kentucky current statutes, regulations, and policies governing
integrated resource planning. The project addressed recommendations necessary to mitigate
impediments to the development of appropriate demand-side management programs, energy
efficiency, renewables, and new generation technology options available within the state. 2008.

. Technical Manager in the review of the General Rate Case Applications of San Diego Gas & Electric
Company and Southern California Gas Company on behalf of the Utility Consumers' Action Network.
Analyzed the shared utility services of both companies. 2007.

. Technical Manager in the review of accounting issues raised by Connecticut utilities in connection
with proceedings on long-term capacity measures. 2007.

• Technical Manager in the regulatory audit of Verizon California. Analyzed the financial reporting of
the Company in accordance with California Public Utilities Commission rules and requirements.
2006-2007.

. Technical Manager in the review of the Public Service Enterprise Group/Exelon Corporation merger
petition on behalf of the New Jersey Board of Public Utilities. Analyzed the financial impacts of the
merger, in particular the proposed money pool arrangement between affiliates. 2005 -2006.

. Technical Manager in the regulatory audit of South Jersey Gas Company. Analyzed the allocation of
costs between South Jersey Gas Company and affiliates and compliance with competitive service
standards of the New Jersey Board of Public Utilities. 2002 -2003.

. Technical Manager in the regulatory audit of Pacific Bell. Analyzed the allocation of costs from
affiliates to Pacific Bell in accordance with California Public Utilities Commission rules and
requirements. 2001 - 2002.

Controller of a Midwest-based interstate pipeline. Responsible for all financial reporting ranging
from monthly to annual financial statements and detailed regulatory reports filed with pipeline
regulatory bodies. Position involved extensive analysis and evaluation of all financial transactions as
well as supervision of accounting department staff. Assisted in the preparation of a rate case filing
before the Federal Energy Regulatory Commission. Assisted in valuations related to the potential
purchase or sale of utility assets. 1997-2000.
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Participated in the focused management audit of Harrison County Rural Electric Cooperative
Corporation. 1997.

Participated in Overland's audit of the Southern California Gas Company's performance based
management (PBR) incentive rate plan application. 1995 - 1996.

Participated in the determination of gas pipeline utility cost of service in Overland's rate case audit
of the Kansas Pipeline Operating Company. 1995.

Participated in the planning, administration, and financial reporting of the first-timethrough audit
related to United Cities Gas Company's acquisition of Union Gas Company. 1990.

Participated in the audit of St. Joseph Light & Power Company for three years. Responsibilities
included the planning, supervision, and reporting of numerous engagements (10Q and 10K). 1987 -
1990.

Participated in the audit of Raytown Water Company for three years. Responsibilities included the
planning, supervision, and financial reporting of the annual audit. 1987- 1990.

VALUATION

.

.

Technical Manager for an independent valuation of the Wheelabrator Portsmouth waste-to-energy
facility. This valuation is being developed for use in a property tax appeal proceeding in the
Commonwealth of Virginia. 2018
Technical Manager for an independent valuation of the Dickerson Plant located in Montgomery
County, MD. This valuation was developed for use in a property tax appeal proceeding in the State
of Maryland. 2013 - 2014.

. Technical Manager for an independent valuation of the telecommunications personal property of
Verizon Virginia and Verizon South. This valuation was developed for use in a property tax appeal
proceeding in the Commonwealth of Virginia. 2010- 2011.

. Technical Manager for an independent valuation of the operating property of Qwest Corporation.
This valuation was used in settlement negotiations related to a property tax appeal in the State of
Iowa. 2006.

. Technical Manager in the development of alternative valuation procedures under consideration for
use in utility assessments in Virginia. 2005.

• Technical Manager for an independent appraisal of the Hopewell Cogeneration Facility. This
valuation was used in a property tax appeal in the Commonwealth of Virginia. 2004 - 2005.

. Technical Manager for an independent appraisal of CSX Corporation's railroad operating property.
This valuation was utilized in settlement negotiations related to a property tax appeal in the State of
Florida. 2004.

. Technical Manager for an independent utility valuation of Interstate Power Company's operating
property. This valuation was utilized in settlement negotiations concerning a property tax appeal
before the Iowa State Board of Tax Review. The valuation included a subject sale analysis as well as
other generally recognized valuation approaches. 2002 - 2003.

. Assisted in the development of appraisals of two Class l railroad companies in contested property
tax proceedings in New York. 2002.

Performed a utility valuation appraisal relied upon in determining the market value of Citizens
Utilities Company's Arizona Telephone Operations for property tax purposes. The appraisal
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incorporated applications of the stock and debt method, direct and yield capitalization methods,
and analysis of market transactions. 1995.

EDUCATION AND PROFESSIONAL CERTIFICATION

. University of Kansas,Lawrence, KS
Bachelor of Science - Accounting and Business Administration, May 1987.

Certified Public Accountant Certificates in Kansas and Missouri

Kansas CPA Certificate #1718

PROFESSIONAL AFFILIATIONS

. The American Institute of Certif ied Public Accountants

PUBLICATIONS AND PRESENTATIONS

. California Public Utilities Commission Staff Workshop. An overview of ma nagement, financial, and
regulatory considerations associated with the PG&E San Bruno incident, November 2013.

• Accounting and Finance Issues Associated with Contractsfor Differences - Generation/DSM Projects.
Howard Lubow, copresenter. Connecticut Department of Public Utility Control, September 2007.

. Overview of FIN 46(R), SFAS No. 133, and SFAS No. 71. Howard Lubow, co-presenter. Connecticut

Department of Public Utility Control, May 2007.

. Appraisers Find Help in Recent Accounting Rules. Howard Lubow, co-author. Fair 84 Fquitable,
August 2003.
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Howard E. Lubow, President

Overland Consulting I 11551 Ash Street, Suite 215 | Leawood, KS 66211 I 913-599-3323
hlubow@overlandconsulting.com

GENERAL

Mr. Lubow is President of Overland Consulting. He has more than 30 years of experience as a public
utility consultant. His consulting engagements have encompassed a broad spectrum of management,
finance, and regulatory issues for electric, gas, water, pipeline, and telephone utilities. Recent project
experience includes focused management audits, analysis of utility diversification and acquisition plans,
prudence studies, accounting systems design, cost-of-service determination and allocation, utility
property valuation, rate of return determinations, and rate design issues. Mr. Lubow has testified in
more than 100 regulatory and civil litigation proceedings and has testified in approximately 20
jurisdictions through the country.

PROFESSIONAL WORK HISTORY

1991 - PresentOverland Consulting

President

Responsible for administration and review of management auditing, regulatory consulting, and litigation
support services. Provide expert witness services in projects involving decision analysis, damages
assessment, rate making, valuation, and accounting.

1997- 1999Kansas Pipeline Company
Executive Vice President, Chief Operating and Financial Officer

Responsible for the dayto-day operations of this natural gas pipeline, as well as direct responsibilities
associated with the financial, accounting, and regulatory functions of the Company. Implemented a
reengineering and downsizing program that resulted in a major reduction in operating expenses.
Negotiated new gas supply and transportation contracts. Renegotiated credit lines on more favorable
terms. Responsible for the negotiation and acquisition of a natural gas marketing company. Developed
and implemented a management incentive program for senior executives. Developed due diligence and
presentation materials relied upon by potential buyers of Kansas Pipeline assets.

1990 .- 1991Ameruax, Inc. (Americonnect)
Chief Executive Officer

Directed the IPO for this telecommunications switch less rebiller. The company implemented a national
marketing program, focusing primarily in the Midwest. After five years, the company was acquired for
approximately three times its IPO valuation.

1983-1990LMSL, Inc.
President

Responsible for administration and review of regulatory services projects and research studies. Expert
witness in regulatory proceedings. Director of special projects including management audits, financing
feasibility studies, property acquisition and merger feasibility studies, and development of innovative
solutions to current regulatory issues.
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1976-1982Drees Dunn Lubow & Company

Managing Partner

Responsible for projects for utility clients. Responsibility included financial and managerial analysis of
public utility companies and the presentation of expert testimony before regulatory commissions.

1972-1976Troupe, Kehoe, Wni teaker  & Kent

Senior Regulatory Consultant

Responsible for special services work for utility clients, including accounting systems design, cost-of-
service determination and allocation, budgeting, and rate designs. Performed fair value determinations,
developed cost analysis studies, curtailment requirements analysis, and forecasts of utility operations.

1968 - 1972Kansas City Power & Light Company

Senior Accountant

Analyzed accounting and reporting procedures, taxes, and costs of operations. Assisted in the
preparation of Federal and State income tax returns and the Annual Report to stockholders. Assisted
with rate filings in Kansas and Missouri. Developed tax basis property accounting system.

PROFESSIONAL EXPERIENCE

ELECTRIC AND GAS

Engagement Director/Project Manager in the review of a proposed merger between AltaGas Ltd.,
WGL Holdings, Inc., and Washington Gas Light Company on behalf of the Maryland PSC. Appeared
as a key witness, addressing holding company conditions, finance and corporate governance
matters, ring fencing policies, the merger impact on utility rates, adequacy of merger commitments,
deal terms, and impacts of capital expenditures on credit ratings, and financial integrity of the utility
post-acquisition.

Project Director in a management and operations audit of New York New York State Electric & Gas
Corporation and Rochester Gas and Electric Corporation, both subsidiaries of Avangrid Networks,
the ultimate parent being Iberdrola, S.A. headquartered in Madrid, Spain. The scope of the review
included corporate governance, finance, electric and gas planning, project and work management,
and customer service functions.

Engagement Director in a comprehensive management and operations audit of Central Hudson, on
behalf of the New York State PSC. The audit includes a comprehensive assessment of the utility's
construction program planning processes and an evaluation of the efficiency of the utility's
operations with a focus on opportunities to improve performance.

Project Director in a focused review of the general rate application of Southwest Gas Corporation,
on behalf of the Arizona Corporation Commission. The review addresses procurement activities,
depreciation studies, rate design and revenue decoupling, and a class cost of service study.

Project Director in the review of the proposed merger between Exelon Corporation and Pep co
Holdings, Inc., on behalf of the Maryland PSC. Appeared as the lead policy witness, addressing
financial, governance, and rate issues implicit in the merger review.

Project Director in the review of the proposed merger between Exelon Corporation and Pep co
Holdings, Inc., on behalf of the Delaware PSC. Prepared written testimony, addressing financial,
governance, and rate issues implicit in the merger review.
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Project Director in a focused audit of all major electric and gas utilities in the State of New York. The
audit addressed the reliability and comparability of operating metrics reported to the Commission
concerning electric reliability, gas safety, and customer service.

Project Manager in a management audit of South Jersey Gas Company and its parent, South Jersey
Industries. The audit addressed compliance with affiliate transaction rules, as well as all primary
functional areas of utility and corporate operations. Specifically addressed corporate governance,
finance, gas operations, gas safety, and gas procurement functions within the audit. Reviewed
implications of diversification on utility risk.

Project Director in a focused review of PG&E practices associated with their gas transmission
system. This project arose from the San Bruno incident, which led to intense investigations at the
state and federal level. Overland was retained by the California PUC to audit the management
operations and financial commitments of PG&E necessary to assess the adequacy of resources
supporting gas safety policies and procedures. In this context, capital expenditures and operating
budgets were reviewed in relation to regulatory commitments reflected in customer rates over
time. Provided testimony on the financial capacity of PG&E to support capital investments needed
to upgrade gas safety and reliability across the transmission system, as well as to consider the
implications of potential fines under review by the cpuc.

Project Director in a focused review of PG&E gas distribution gas safety and reliability financial
commitments and operations procedures. Considered the adequacy of financial commitments and
management practices, as well as consequences of resource restrictions on safety and reliability
metrics. Results were provided in a report filed with the CPUC on behalf of the Public Safety
Division.

Project Director in a focused audit of National Grid service and parent company charges to New York
jurisdictional utilities. The audit included a review of internal control procedures, as well as an in-
depth review of transactions over a 20-month period, ultimately associated with jurisdictional cost-
ofservice implications. The scope of charges considered in the audit exceeded $5.0 billion.
Overland sampled the total population of costs through direct and statistical analysis.

Project Director in the review of the proposed merger between Exelon Constellation Energy on
behalf of the Maryland PSC. Appeared as the lead policy witness, addressing financial, governance,
and rate issues implicit in the merger review. Considered the implications of market power and
cost-benefit analyses in making recommendations concerning proposed settlement options.

Project Manager in a management audit of Connecticut Natural Gas and its parent, Iberdrola USA.
The audit scope included all significant functions of the company including a review of corporate
governance and executive management, accounting and finance, conservation activities, and
operations. A number of special topics were also addressed including: customer demand metering,
billing determinates, and billing procedures.

Project Director in the review of the proposed merger of FirstEnergy and Allegheny on behalf of the
Maryland PSC. Appeared as the lead policy witness, addressing financial, governance, and rate
issues implicit in the merger review. Proposed conditions necessary to comply with statutory
criteria. Provided a set of ring-fencing conditions appropriate to maintain financial and governance
policies necessary to protect Potomac Edison, the Maryland regulated utility under review.

Project Director in the review of the proposed transaction between Constellation Energy and EDF
involving, among other things, the sale of a 50% interest in Constellation's nuclear facilities. Lead
witness on behalf of the Maryland Staff addressing various transaction issues including: impact on
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Baltimore Gas & Electric customers, corporate governance and financial implications, ring-fencing
measures, and cost-benefit analysis.

Project Manager of the management audit of Atlantic City Electric and its parent PHI Holdings. The
audit covered a detailed review of the corporate governance, strategic planning, executive
management, and finance functions. Other key areas of review included affiliate transactions,
generation and transmission planning, service quality, and system reliability.

Project Manager in the review of longterm financial projections prepared by Midland Cogeneration
Venture Limited Partnership to be used in regulatory proceedings concerning proposed
modifications to a power purchase agreement. The engagement included the sensitivity testing of
major variables in the partnership's financial model.

Project Manager in the review of accounting and finance issues raised by Connecticut utilities in
connection with proceedings on longterm capacity measures. Addressed the implications of new
generation facilities and DSM projects on regulated electric utilities.

Project Director for a multi-disciplinary consulting team that reviewed the proposed Exelon/PSEG
merger on behalf of the New Jersey Board of Public Utilities. Also the primary expert witness in
areas of finance and regulatory policy; responsible for analysis of the merger's financial impacts, in
particular the impact on PSE&G, the New Jersey utility. Responsible for recommendations to insure
that if the merger is approved, the transaction price, terms, and conditions are fair and reasonable
in light of applicable standards for review, and that the New Jersey utility remains financially secure.

Performed a financial and market feasibility study of a fiber optic network designed to provide
SCADA requirements for a large multi-state electric utility interested in selling capacity to
telecommunications carriers and high volume customers.

Sponsored the overall development of utility revenue requirements, jurisdictional, and class cost-of-
service studies and rate design issues in numerous electric, gas, water, and telecommunication cases
throughout the country.

Conducted an analysis of the adequacy of depreciation rates for a large independent telephone
company located in Texas in order to assess the relationship of capital recovery in light of
technological obsolescence.

Directed and developed a two-day training seminar for the Kentucky Public Service Commission
addressing energy and telecommunications issues raised in rate filings, utility planning, and forecast
models required in considering the use of projected test year data.

Supervised and directed a group of PSC Staff members in the review of a rate filing relying upon the
use of a projected test year.

Directed a comprehensive financial and regulatory base period audit of a large gas transmission and
distribution company in connection with implementation of an incentive regulation plan. Reviewed
savings resulting from force reductions of 1,200 employees and implementation of aggressive cost
reduction programs.

Performed a study of a LDC's gas supply and transportation procurement practices in a
post-Order 636 operating environment, where the LDC's transportation and supply services
continued to be provided by affiliated companies. The parent reorganized its pipeline transmission
and gas supply services into a separate company, transferring jurisdiction from state regulators to
the FERC. Developed a model to quantify an optimal supply and transportation mix for state
ratemaking purposes.
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Performed a review of intrastate pipeline issues including the use of a straight fixed-variable cost
methodology, regulatory treatment of stranded costs, pipeline competition issues, and the merits of
a corporate restructuring and related effects on costofservice and changes in corporate
operations.

Developed a revenue requirement analysis of an intrastate gas transmission pipeline company
addressing issues including: proper recognition of net operating loss carryforwards for ratemaking
purposes, treatment of deferred start-up costs, application of criteria for consideration of
acquisition premium in rates, and the recognition and relationship of financial criteria in the rate-
setting process.

Directed a comprehensive review of the S850 million PG&E gas transmission pipeline expansion
project. This study included a review of regulatory considerations in recognizing construction and
operating costs in light of competition in the California pipeline markets and, based upon the
Commission intended allocation of risks among regulated customers, project shippers, and the
pipeline owner.

Directed a review of gas procurement policies and procedures and addressed the impact of FERC
Order 636 for three Wyoming LDC's. This study addressed the relationship of gas pipeline and LDC
affiliate organizations associated with the gas supply and transportation functions and the impact of
the affiliated organizational structures on gas prices measured against other utilities in the region.

Reviewed impacts of FERC Order 636 on gas utility distribution companies including staffing and
other operating requirements, changes in gas procurement and storage policies, and effects on
marketing plans. Also reviewed various pipeline compliance filings, analyzing impacts on firm and
non-firm customers.

Reviewed electric and gas utility fuel procurement policies and procedures, organization, and
internal controls in various engagements. Developed recommendations resulting in significant
benefits to utilities under review.

Performed fuel audit investigations in several jurisdictions addressing such issues as economic
dispatch procedures, fuel acquisition policies, affiliated mine or pipeline operations, captive mine
development, and compliance with Commission rules and regulations. These studies included the
review of prices and returns produced from affiliated operations versus thirdparty options and
market prices available.

Reviewed gas supply issues including procurement policies, supply mix, affiliate transactions, and
contract provisions in the context of both cost-of-service and management review proceedings.
Provided policy analysis regarding considerations and benefits of increased gas supply and pipeline
competition.

Participated in three FERC interstate pipeline rate proceedings addressing cost-of-service issues,
including appropriate classification and allocation methodologies. Also addressed construction
costs, overhead, and pipeline operations issues in a major oil pipeline docket.

Performed a detailed analysis and presented testimony regarding the relative economic benefits of
the operation of a LNG plant versus meeting seasonal peak demands through pipeline contract
commitments.

Developed gas transportation pricing criteria and implementation guidelines in the development of
tariff service offerings for several gas LDC's.
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Developed numerous gas cost service studies and related rate design recommendations for local
distribution companies, as well as pipeline suppliers. Testimony regarding such studies was
presented before various state commissions, as well as the FERC.

Responsible for gas distribution company revenue requirements in over 25 cases addressing
accounting, cost allocation, operations, and rate design issues. These cases generally included an
analysis of gas production, gathering, and transmission systems owned by the LDC parent.

Developed a damages model for a gas utility in civil litigation arising from acquisition of a defective
distribution system caused by improper installation practices. Measured incremental construction
and operating costs associated with pipe replacement program.

Developed a risk analysis model used to associate the relationship between cost recovery and
changes in class consumption patterns for a gas distribution company.

Developed a quantitative model to estimate jurisdictional and class-peak consumption for
distribution gas companies.

Performed an overview of regulatory considerations in the oversight of holding company formations
and operations. This project was conducted on behalf of a PUC to analyze issues associated with
holding company formations, utility diversification, and affiliated interest oversight and controls.
The four largest electric utilities in the state were included in the study. The final report covered
policy issues, as well as more detailed discussions of monitoring procedures and recommended filing
requirements.

Developed diversification guidelines for utilities in several jurisdictions. Addressed regulatory
concerns and limits that might be implemented to control contingent adverse consequences to
utility ratepayers.

Performed an overview of regulatory considerations in the oversight of holding company formations
and operations. This study addressed appropriate regulatory guidelines and oversight policies for
utility and non-utility operations.

Directed reviews of two major utility subsidiary gas intrastate pipeline systems, addressing cost-of-
service, operating issues, and appropriate accounting for overheads and affiliated transactions from
regulated electric utility parent companies.

Developed a financing plan and reorganization of corporate structure for an electric utility having
gas properties and a separate gas subsidiary. This project included preparation of SEC U-1 filings,
filings with regulatory agencies, and testimony to address the impact of the proposed financing and
reorganization on cost of capital and rates.

Responsible for the independent analysis of the feasibility and economics of consolidation of two
major electric utilities. The project focused primarily on the quantification of merger benefits
associated with consolidated operations. This in-depth 12-month study also included a detailed
review of the scope of services and basis of pricing such services among affiliates. The study
addressed a number of affiliate interest issues including: the basis of pricing and level of capacity
and/or energy supplied by affiliate versus third parties, the services provided by an affiliate "service"
company versus internal resources or purchases from third parties, and the consideration of
management resources devoted to non-utility functions and the basis of compensation for such
resource transfers.

Reviewed American Electric Power System Agreement to assess the reasonableness of fuel and
purchased power costs incurred and allocated to its utility operating companies. The analysis also
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considered system dispatch and related fuel accounting issues associated with energy requirements
of regulated customers versus wholesale transactions.

Responsible for the development and implementation of phase-in plans utilized to defer initial costs
of new generation facilities. Developed assessment criteria and related models to assign capacity
from new plant additions between jurisdictional and non-regulated service.

Developed and conducted a training program on the measurement of relative and absolute fuel
productivity measures in ranking utility's effectiveness in fuel procurement and generation system
operations.

Developed a framework for implementation of competitive pricing for an electric utility facing
higher costs due to nuclear plant additions. The analysis also encompassed an incentive rate
program designed to induce greater use of excess capacity, as well as to improve the utility load
factor.

• Analyzed and implemented economic dispatch models used to evaluate the effects of changes in
generation capacity and fuel use.

Conducted several comprehensive nuclear management and prudence reviews addressing
construction, management, planning, and economics issues.

Directed a two-year study of the impacts on and options available to an electric utility due to the
abandonment of a nuclear plant near completion. Presented a workout plan to regulators. Study
involved a five-year forecast of financial results including construction expenditures and operating
costs.

Developed commercial operation date criteria and guidelines for nuclear power plants which were
supported by a national industry survey.

Developed a financial analysis of a major municipal utility facing an extended outage of its nuclear
power plant, with alternative pricing strategies, recognizing competitor pricing in adjacent service
areas. Developed multi-year cost-of-service and revenue requirements models and presented
results to the Utility Board.

Performed studies for municipalities to determine the feasibility of acquiring street lighting facilities
or, in the alternative, pricing options other than PSC-regulated tariffs.

Conducted an industry survey of the effectiveness and relative benefits achieved from the use of
uniform filing requirements in utility rate applications. The findings were published and distributed
to the utility industry and regulatory commissions.

Developed class costof-service studies including identification of direct assignments and review of
distribution facilities, methodologies, and criteria for the allocation of generation and bulk power
facilities and risk differentials associated with various classes of service.

Project Director of a review of Kentucky current statutes, regulations, and policies governing
integrated resource planning. The project addressed recommendations necessary to mitigate
impediments to the development of appropriate demand-side management programs, energy
efficiency, renewables, and new generation technology options available within the state.

WA TER

Senior Auditor on two financial audits of a large Kansas City area water utility. Lead Consultant
working with this client on an engagement to develop an improved model to forecast water

HowARo E. LuBow Accooass



Attachment 1

consumption. Provided consulting services to the client in the development of inverted rate design
structure.

Project Director in revenue requirement, cost-of-service, and rate design studies for a Kansas area
water utility. Responsible for the filing of two cases before the Kansas Corporation Commission.
Also advised this client on the going concern valuation of the utility, relied upon in a transaction for
the sale of the utility assets.

Developed a class cost-ofservice analysis involving a St. Louis area water utility and submitted the
study in rate proceedings before the Missouri Public Service Commission.

. Addressed tax issues impacting the revenue requirements of a large Indiana water company before
the Indiana Utility Regulatory Commission.

Developed rate filings on behalf of several water companies within the state of Missouri.
Responsible for revenue requirement, cost-of-service, and rate design evidence in two applications
on behalf of this client.

Project Manager of a regulatory audit of California American Water Company's general office
activities and costs, including unregulated activities, cost allocations, and affiliate transactions.

Project Manager in a rate design analysis of Cal Am Water Phase 2 Rate proceedings. Addressed
appropriate rate design considerations in a market area highly constrained by available supply.
Proposed use of inverted rates and other conservation mechanisms to address limited supply
conditions. Reviewed price elasticity implications on usage, metering options for irrigation
customers, cost-of-service analysis, and pricing of service charge component of customer tariffs.

VALUATION

Conducted a feasibility study regarding the sale of a utility power plant used to provide steam heat
and process steam to commercial customers through a downtown area distribution system. The
feasibility study addressed energy alternatives and pricing options, cogeneration, and a financial and
operating forecast assuming alternative case scenarios based upon various potential ownership
structures.

Performed a valuation analysis on behalf of an investor group for the construction and operation of
a high-capacity fiber network between Seattle and Vancouver, designed to serve large commercial
companies and telecommunications providers. Provided due diligence analysis of market demand
and pricing assumptions, competition, and anticipated construction and operation costs.

Performed a valuation analysis of an electric utility in the southwest on behalf of a private investor
group interested in making a tender offer for the shareholder interests of this public company. Also
participated in presentations to investment bankers and commercial banks who were to fund the
acquisition.

Performed a valuation study regarding two natural gas distribution affiliates in the Midwest, whose
electric utility parent was seeking offers for a sale of the assets and related securities. Developed
analysis of the impact of regulation on property values.

Performed a valuation analysis of a gas transmission company used to evaluate offers for the
company. Developed due diligence and information materials provided to interested parties.
Participated in presentations to interested parties with investment bankers.
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Developed a valuation analysis used in litigation proceedings to support the reasonableness of the
acquisition price for a rural electric company acquired by an investor-owned electric utility
company.

Developed and applied a model for the determination of the value of helium extracted from natural
gas relied upon in litigation cases in federal courts in Oklahoma and Kansas. Analysis required the
determination of extraction costs at plants involving four major pipeline systems in the Midwest.
Developed studies of construction and operating costs associated with helium extraction plants, as
well as the analysis of incremental costs and revenues related in by-product liquid extractions.

Performed an analysis of the value of long-term gas transportation contracts relied upon in civil
litigation and by regulators. The studies included the development of construction cost and
operations estimates, as well as discount rates to be employed.

Performed a reproduction cost study for a cable television company located in the west. As part of
the project, developed a continuing property records system. The company used the results in the
negotiation of the sale of its assets.

Represented a member of a consortium formed to build a satellite network for cellular services with
commercial applications throughout the United States. Developed a valuation analysis and business
plan used in a private placement for equity financing. Acted as a co-investment advisor with a large
Wall Street firm in providing these services and making presentations to potential investors.

Developed a valuation analysis of nuclear facilities which included a detailed study of assets, and
their costs, required for environmental protection as defined by state statutes and federal
regulations. The study was relied upon in determining the proper classification and valuation of
nuclear assets for property tax purposes.

On behalf of a state department of revenue, developed a review of property tax rules and
definitions as applied to telephone, cellular, and cable companies. The study included a national
survey of valuation practices relied upon by each state department of revenue.

Developed appraisals of telecommunications properties for property tax purposes using standard
valuation methods. Presented studies in administrative and civil proceedings. Developed cost of
capital analysis based upon applications of the DCF and CAPM models.

Developed appraisals relied upon in property tax cases involving telecommunications properties
where subject sales were involved within two years of the date of property assessment.

Prepared appraisals for a natural gas transmission company in appeals of property tax assessments
in administrative proceedings in Kansas and Oklahoma.

Prepared appraisals of two investor-owned utilities on behalf of the Iowa Department of Revenue.
The appraisals included a subject sale analysis and a review of economic obsolescence.

Developed appraisals of two Class I railroad companies in contested property tax valuation in civil
proceedings in New York. Valuation studies included the review of the cost method based on
RCNLD.

. Assisted an electric G&T coop in valuation and due diligence analysis of electric and gas properties
offered for sale by a large independent telephone company.

Developed a manual for "Alternative Valuation Procedures" on behalf of the Virginia State
Corporation Commission - Public Service Taxation Division in a state that otherwise relies on the
cost method.
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Developed a business plan and other financial advisory services to the National Homebuilders
Association joint venture subsidiary,"Smarthouse," in connection with securities offerings.

Developed a complete appraisal of a cogeneration facility on behalf of the Virginia State Corporation
Commission - Public Service Taxation Division. The study included "Subject Sale" and "Comparable
Company" analyses, as well as a review of capacity and energy forecast prices in the PJM market
area.

Prepared a complete appraisal of CSX Railroad operating property on behalf of the Florida
Department of Revenue.

Prepared a complete appraisal of Qwest Corporation on behalf of the lowa Department of Revenue.
The appraisals included "Subject Sale" and "Comparable Company" market analyses.

Developed a complete appraisal of the Dickerson Electric Generation Plant located in Dickerson,
Maryland, on behalf of the Maryland State Department of Assessments and Taxation and
Montgomery County, Maryland. The plant was comprised of three coal and three gas units with a
total capacity of approximately 900 Mw. The ultimate owner of these facilities was Mirant
Corporation, now known as GenOn Energy.

Retained by the Virginia Public Service Taxation Division to perform a valuation of the Portsmouth
Genco and James River Genco, both coal-fired generation units. The units were owned and
operated by Cogentrix Energy, whose ultimate owner was the Carlyle Group.

TELECOMMUNICATIONS

Developed and directed a three-day nationally attended conference entitled, "Competitive
Strategies in the Local Exchange Marketplace."

Directed audits of RBOCs regarding compliance with regulatory accounting requirements,
procedures to allocate costs between regulated and non-regulated activities, policies and rules for
pricing transactions among affiliates, and monitoring reports filed with regulators.

Conducted a review of depreciation rates for local exchange telecommunications property of the
central division of a national carrier.

Directed a comprehensive review of the operation of a RBOC telecommunications incentive plan,
based upon a revenue sharing mechanism, over a three-year period. The study reviewed quality of
service measures, capital expansion programs, workforce reductions, and other major elements of
operating expense for the review period. Provided policy options regarding modifications to the
incentive plan for prospective consideration.

Developed a business plan and other related materials for a telecommunications reseller in its initial
public offering. Provided ongoing financial and regulatory services, including development of all SEC
filings.

Directed an analysis of switching and other LEC facilities required and costs of providing inter-
exchange services to an alternative service provider in the Phoenix, AZ, area.

INCOME TAX

Expert witness in numerous regulatory proceedings addressing the proper recognition of investment
tax credits and accelerated depreciation for accounting and rate making purposes. Provided
guidance on intent of IRS regulations in use of tax benefits in the rate~setting process. Such
testimony was provided in a number of jurisdictions including: Arizona, Oklahoma, Missouri,
Indiana, Kansas, and Mississippi.
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. Addressed the implications of utility net operating loss carryforwards for GAAP and rate making
purposes before the Kansas Corporation Commission and the FERC.

Provided expert analysis and testimony on the proper recognition of tax benefits arising from
participation of subsidiary utilities in consolidated tax returns that include regulated and
unregulated affiliates.

Expert witness testimony and analysis of tax timing differences arising from utility operations as
considered for income tax, accounting, and ratemaking purposes. Provided an assessment of proper
application of normalization or flow-through of tax timing differences for accounting and ratemaking
purposes. These issues were addressed in over 20 cases in various jurisdictions throughout the U.S.

EDUCATION AND PROFESSIONAL CERTIFICATION

University of Missouri - Kansas City,Kansas City, MO
Bachelor of Business Administration - Accounting, Economics Minor, May 1968.

University of Missouri - Kansas City,Kansas City, MO
Graduate studies in quantitative and systems analysis, 1968 - 1970.

PUBLICATIONS AND PRESENTATIONS

Utility Merger Review - Training Workshop for Regulators and Consumer Stakeholder
Representatives. An advanced course discussion of utility M&A technical and policy issues.
Presented to Regulators and Staff in Dover, DE, and Trenton, no, May 2015.

Systematic Ring Fencing: A Quantitative Approach to Balancing the Interests of Utilities and
Regulation. Presented at the NARUC Accounting & Finance Spring Meeting, Jacksonville, FL,
March 2014.

CPUC Knowledge Transfer Workshop - Executive Summary. A presentation for senior staff and
policy makers, February 2014.

California Public Utilities Commission Staff Workshop. An overview of management, financial, and
regulatory considerations associated with the PG&E San Bruno incident, November 2013.

How to Build a Fence (and When),Ryan Pfaff and Leslie Romine, co-authors. Public Utilities
Fortnightly, October 2013.

Constellation/EDF Nuclear Joint Venture: Regulatory Issues and Subsequent Resolutions.
Ryan Pfaff, co-author. Published in the Electricity lournal, March 2010. Also presented at the
Western States Association of Tax Administrators Annual Meeting, February 2010.

Rating Agencies - Current Methods Employed and Recognition of imputed Debt. WSATA Unitary
Appraisal School, Advanced Class, Logan, UT, January 2008.

Accounting Pronouncements impacting Financial Reporting Associated with Utility Purchase Power
Agreements. WSATA Unitary Appraisal School, Advanced Class, Logan, UT, January 2008.

Accounting and Finance Issues Associated with Contracts for Differences - Generation/DSM Projects.
Gregory Oetting, co-presenter. Connecticut Department of Public Utility Control, September 2007.

Gregory Oetting, co-presenter. ConnecticutOverview of FlN 46(R),SFAS No. 133, and SFAS No. 71.
Department of Public Utility Control, May 2007.
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The Yield Capitalization Method -Application Issues. WSATA Unitary Appraisal School, Advanced
Class, Logan, UT, January 2007.

Blue Chip Method Overview. 21st Conference of Unit Value States, Memphis, TN, October 2004.

Appraisers Find Help in Recent Accounting Rules. Gregory Oetting, coauthor. Fair & Equitable,
August 2003.

Impact of Deregulation and Competition On Property Tax Valuation Within the Utility industry.
Western States Association of Tax Administrators, Austin, TX, September 1995.

Considerations Associated with the Review of Rate Applications Based Upon Projected Test Periods.
A two-day training seminar conducted on behalf of the Kentucky Public Service Commission,
December 1992.

Competitive Strategies in the Local Exchange Marketplace. A three-day telecommunications
conference sponsored by Overland Consulting and the University of Missouri - Kansas City,
September 1991.

Framework for a Competitive Strategy. Southeastern Regional Public Utilities Conference,
Atlanta, GA, September 1988.

Regulatory Considerations Inherent in Assessing Utility Culpability. Richard Ganulin, co-author.
Public Utilities Fortnightly, 1987.

On the South Texas Project and Other Cases. Published in The Advisory, March 1987.

Regulatory fmplicotions Associated with the Prudence Audit Process. NARUC Biennial Regulatory
Information Conference, September 1986.

Presentation to the FinancialReview of The Proposed Amendment to FASB Statement No. 71 .
Accounting Standards Board, June 1986.

Rate Moderation Plan Considerations. Presented at the Public Utilities Accounting and Ratemaking
Conference, sponsored by the Texas Society of CPAs, April 1985.

Regulatory and Accounting Implications of Phase-in Plans. Presented at the NARUC Biennial
Regulatory Information Conference with Gary Harpster, co-presenter, September 1984.

The Use of Uniform Filing Requirements by State Regulatory Commissions -An industry Survey.
May 1980.
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